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Banker 


In every branch of The TORONTO-DOMINION 
Bank, you'll find a banker who is interested 


and ready to serve you. 


He can often assist you in helping your clients b 
find the money to further their business develop- 
ment. This is just an example of how his broad 
experience can be of real value to you and 

your business associates. 


So drop in to see the manager of your nearest 
TORONTO-DOMINION Bank. Let him help 
you with all your banking transactions, both 
professional and personal. 
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Problems like this: 


1,234,599,858,714 —- 1120 


as easy as 


ABC — 


answered in seconds! 
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The answer’s 1,102,321,302 (remain- 
der 474) and with the Remington 
99 fully automatic printing calcula- 
tor it’s as easy and quick (just 30 
seconds) to get as saying ABC... 


A Enter the dividend 
B Enter the divisor 
C Touch the “Div” key 


The 99 Calculator solves the prob- 
lem, prints dividend, divisor and 
answer, including remainder, on the 
exclusive Simpla-Tape, and then 
clears for the next problem .. . 
automatically. Only the essential 
factors are printed for easy check- 
ing. Division, multiplication, addi- 
tion and subtraction are all auto- 
matic on the fast cycling 99. It 
prints and proves on the Simpla- 
Tape, gives an automatic credit bal- 
ance, retains figuring constants with 
the unique Memory Key. The 
Remington 99 is a very definite asset 
in any business, cuts figuring costs, 
rapidly pays for itself. 7 
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A demonstration in your office “with 
your figuring problems” will prove 
our point. Call or write your near- 
est Remington Rand Branch. 


LIMITED 


984 BAY STREET, TORONTO, 
ONTARIO 


Branches Across Canada 


Univac Electronic Computing Systems ° — Punched Card 
Accounting Machines © Bookkeeping Machines ° Adding 
and Calculating Machines ° Visible Record Systems (Kardex) 
® Remington Electric, Noiseless, Standard and Portable Type- 
writers © Typewriter and Offset Duplicating Supplies Fire 
Resistant Cabinets. 
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Underwriters and Distributors 


Government and Corporate Securities 






One of our prime functions is to provide the capital requirements for busi- 
ness. At this time, when consideration is being directed towards the tight- 
ening of credit, you may wish to fund a portion of your current borrowings. 
A public or private issue now, will ensure your planned financial require- 
ments for a specific period at a constant rate of interest. 








We invite your request for an interview to discuss these matters. 





Equitable Securities Canada 
Limited 
Members: The Investment Dealers’ Association af Canada 


220 Bay Street, Toronto 507 Place d’Armes, Montreal 
EMpire 6-114] AVenue 8-6245 
Toronto Stock Exchange Affiliate—Equitable Brokers Limited 
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Goldman, Sachs & Co. Kleinwort, Sons & Co., Ltd. 
30 Pine Street, New York Bankers— London, England 












STEELMASTER VIZ-ABLE CABINETS 


F240 


In 3 sizes to suit your needs 








FI25 — 3 drawer 

F240 — 6 drawer 

F480 — 12 drawer 
VB240 — base for 6 drawer 





vB480 —_ base for 12 drawer 
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required. 
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Head office: Toronto 





Here’s a new concept in automatic book- 
keeping. The National Class ‘‘32’’ soon 
pays for itself—and pays repeated divi- 
dends on your initial investment. It pro- 
vides new ease of operation and operator 
training—offers new speed of posting to 
keep pace with the tempo and volume of 
modern business. 

Every possible automatic advantage has 
been included to relieve the operator of 
physical and mental strain—permit great- 
er volume with greater accuracy. And this 
versatile machine may be used for any 
posting plan—dual or unit—carbon or 
photographic. The new National Class 
**32” is truly the leader in its field. 


—the new National Class “32" 
Accounting Machine— 





Greater Volume with 


Greater Accuracy... 


Here’s why the Class **32” takes the lead 
@ Fluid-drive carriage travels in either direction at 


uniform speed—with quiet, vibrationless action 


All keys and motor bars operate with a light 
touch for greater efficiency with less effort 
Easy correction of errors from one control key 


with direct automatic adjustment of all affected 
totals 


Full visibility of all entries posted and being 
posted for greater accuracy 


Directive motor bars aid operator in selecting 
the proper column—make it simple and easy to 
train operators 


Automatic clearing of all balances and totals 
increases operator efficiency 

Carriage opens and closes automatically to 
speed up posting and reduce operator fatigue 
Instantly adjustable to any plan of posting 
Flexible amount keyboard fills in all ciphers 
automatically—and operators may depress two 
or more keys simultaneously and check amounts 
before posting 


Nattonal ACCOUNTING MACHINES —ADDING MACHINES — CASH REGISTERS 


You owe it to your firm to investigate this versatile accounting machine. Ask 
your nearest National representative for complete detai/s without obligation. 


THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED 
Sales Offices in Principal Cities 
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LEGAL COUNSEL 
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TEAMWORK 


IN Sooner or later all members of this 
team will be called on for advice 


and counsel, 
Particular skill is required where a 
family business or a private company 


is concerned. 
National Trust Co. is always ready 
to co-operate by drawing on a vast 
experience in practical estate adminis- 
tration. 
Our trust officers will be glad to 
contribute at any time to discussions 
on this important subject. 
iM ationa 20 KING STREET EAST, TORONTO, ONTARIO 
ats 
Toronto Montreal Hamilton Winnipeg 
COMPANY LIMITED Edmorton Calgary Vancouver Victoria 








WY DANK 


TO 2 MILLION CANADIANS 





Bank or MontTREAL 


WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 
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IN THIS ISSUE 


WALTER J. MACDONALD, F.C.A. 


Some months ago it was suggested 
that a series of articles on grain ac- 
counting might be written for the 
magazine. Grain is a prime factor in 
the Canadian economy and while its 
accounting principles are much the 
same as those which govern other 
types of trading, the particular ap- 
plication of these principles is marked 
by some notable differences. 


In “Grain Accounting for Western 
Canada” by Walter J. Macdonald, 
the author has endeavoured to out- 
line some of the reasons for these 
differences. The whole approach to 
the subject is based on his own first 
hand knowledge of the industry 
covering a period of more than 37 
years. After spending the early part 
of his professional career as assistant 
auditor of The Canadian Wheat 
Board, Mr. Macdonald started his 
own firm of Millar, Macdonald & 
Company and from 1921 to 1930 was 
the auditor of the Board of Grain 
Commissioners for Canada. In 1924 
the firm became auditors of the Man- 
itoba Wheat Pool and a year later 
undertook the audit of Manitoba Pool 
Elevators which appointment has 
continued to the present time. Since 
1935 Mr. Macdonald has been the 
auditor of the Canadian Wheat 
Board. During World War II he 
served for a time as controller, De- 
partment of National Defence for 
Air. He is a past president of the 
Canadian Institute of Chartered Ac- 
countants. We feel sure readers will 
be equally interested in the remain- 
ing articles which will be published 


in forthcoming issues. All the con- 
tributors to the series are eminently 
qualified to write on their particular 
subject. 


D. A. McGREGOR, C.A. 


In the years that have passed since 
oil was discovered at Leduc and Red- 
water in Alberta, the Canadian oil 
industry has expanded considerably, 
and one of the major problems which 
continually faces it is the question of 
taxation. 

In D. A. McGregor’s article “Taxa- 
tion of Canadian Oil and Gas Com- 
panies”, the author deals with legis- 
lation and exploration expenses and 
discusses present regulations of the 
Income Tax Act in regard to the 
definition of oil operators. Mr. Mc- 
Gregor has been with Clarkson, 
Gordon & Company since 1944. He 
moved to Western Canada in 1949 
and is now a partner of the firm in 
their Calgary offices. He is a mem- 
ber of the Institute of Chartered 
Accountants of Alberta and_ the 
Petroleum Accountants Society of 
Western Canada. He is also a 
Governor of the Canadian Tax 
Foundation. 


KENNETH M. PLACE, C.A. 


Trade publications and _ business 
journals in recent years have been 
almost overloaded with articles on 
“push button devices”. This has left 
people in a bewildered state of mind 
and open to serious misunderstand- 
ing of the subject. One result has 
been that management in the past 
has placed far more importance upon 
the installation of automatic machines 
to improve production efficiency than 
it has upon the application of mech- 
anization to improve office efficiency. 
In Kenneth M. Place’s article “What 


is Integrated Data Processing?”, the 
Continued on page 458 
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new push-button way to write payroll 


Here’s an innovation that makes ordi- 

nary payroll methods old-fashioned. All 

you do is write—the McBee Tab Poster 

does the rest. In three quick, easy steps. THE McBEE COMPANY LIMITED 
With fingertip control and accuracy. 179 BARTLEY DRIVE, TORONTO 16, ONTARIO—DIVISION OF ROYAL MCBEE CORPORATION 
All payroll records are posted in one Sales and Service in Principal Cities across Canada 


writing—and on one fixed line. 


Equally adaptable to weekly payrolls 
numbering thousands, or to semi- 
monthly payrolls of less than fifty. And 
personnel is so easily trained. 


The nearby McBee man will be glad to 
demonstrate the Tab Poster’s exclusive 
advantages. Phone him, or send us 
the coupon. 


To: Tab Poster, The McBee Company Limited AA 2 
179 Bartley Dr., Toronto 16, Ont. 

Please send me information on the McBee Tab Poster. 
NAME. 

FIRM. 


i a OEY 
ZONE. PROV. NO. OF EMPLOYEES 


TYPE OF BUSINESS. 


| 
| 
' 
| 
| 
' 
| 
| 
! 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
L 


457 





Continued from page 456 

author clears up a lot of loose think- 
ing and gives some very specific ex- 
amples of its effectiveness, particu- 
larly in relation to electronic data 
processing. As Mr. Place told the 
Editor: “It has been suggested that 
considerable time will elapse before 
widespread application of I.D.P. is 
possible. Automation in the office, 
however, must keep pace with auto- 
mation in the plant. Only in this way 
will the full benefits of both be 
realized.” 

Mr. Place has been engaged in a 
study of the subject for a consider- 
able time. A graduate of McGill 
University, he joined Canadian In- 
dustries Limited in 1946 after war 
service with the Royal Canadian Air 
Force. He is presently first assistant 
treasurer of Du Pont Company of 
Canada Limited and is editor of this 
magazine's bi-monthly department 


“Administrative Accounting”. Besides 
being a chartered accountant, he is a 
member of the Controllers Institute, 
the National Association of Cost 
Accountants, the American Manage- 
ment Association and the Montreal 
Chapter, Society of Industrial and 


Cost Accountants. He is also a 
member of the Canadian Manufac- 
turers’ Association. 


H. O. SPINDLER, C.A. and 
D. R. HUGGETT, C.A. 

The appointment of a committee to 
review and advise upon certain tech- 
nical questions relating to the ad- 
ministration of the sales tax was an- 
nounced by the Minister of Finance 
in Parliament last July. In January 
of this year, the committee completed 
its report. Visits were made by mem- 
bers of the committee to Washington, 
D.C. and to Australia, and 31 organ- 
izations presented submissions. Soon 
after the report was _ published 


authors Spindler and Huggett pre- 
pared a review of the main recom- 
mendations contained in it. Mr. 
Spindler and Mr. Huggett have both 
been associated with McDonald, 
Currie & Company in Montreal for 
the past four and five years respec- 
tively. Mr. Spindler is a graduate of 
McGill University while Mr. Huggett 
graduated from Queen’s University in 
1951 with B.A. and B.Com. degrees. 
He obtained his C.A. certificate in 
1954. 


JOHN A. ORR, C.A. 

Most accountants are naturally 
cautious and conservative and tend to 
accumulate old records until they 
have filled every available storage 
space. This makes John A. Orr’s article 
“Records Retention and Destruction” 
timely and a particularly topical sub- 
ject. “Perhaps”, says the author, “we 
should begin by switching the em- 
phasis from the clean desk to the 
full waste-paper basket”. Mr. Orr 
describes the various steps to be 
taken before discarding documents 
and how best an orderly records pro- 
gram can be worked out from the 
time of creation to ultimate disposal 
or transfer to permanent storage. 

John Orr is a partner in the To- 
ronto office of George A. Touche and 
Company and obtained his certificate 
in chartered accountancy in 1951. He 
is a member of the Institute of 
Chartered Accountants of Ontario 
and is presently serving on its public 
relations committee. 


DENIS GOODALE, C.A. 

The accounting profession has gone 
a long way towards gaining general 
public confidence and the continua- 
tion of this state of affairs depends 


Continued on page 460 
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to assist in the 
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MONTREAL—$901 Victoria Sq. WIENNIPEG-—195 Portage Ave. E. 


TORONTO—85 Richmond St. W. VANCOUVER—475 Howe St. 








[;RAND & [OY 


has BVERYTHING 16 YOUR OFFICE / 


STRONGLEAF 

Ring Book Sheets 
that WON’T TEAR 
at punching 









Strong 
Flexible 
Thin 


Low in 
price 


Bond and 


Duplicator 
Papers 


Ask for Samples 


[FRAND & [OY 


Ce ee ee ee) 





Office Supplies-Printing-Business Furniture 


Call Hickory 4-6671 
33 Green Belt Dr., Don Mills, Toronto 


or visit our stores in Toronto and Hamilton 


Prepare for Automation 


LEARN TO APPLY ELECTRONIC 
COMPUTERS IN BUSINESS 


The Age of Electronics is here! Elec- 
tronic Computers are processing more 
and more accounting functions every 
day. Are you prepared to gain from 
the opportunities offered by this new 
tool? 

BUSINESS ELECTRONICS can 
help you prepare. Send today with- 
out obligation for information de- 


scribing the ONLY correspondence 
course on Programming for Business 
Computers. BE’s workshop method 
gives you practical experience in pro- 
gramming business problems such as 
Payrolls, Accounts Receivable, Inven- 
tory Control, etc. 


Write today! 


BUSINESS ELECTRONICS INC. 
Computer Section 


Box 3330 Rincon Annex, San Francisco 





Continued from page 458 
upon a combination of technical com- 
petence and a keen recognition of 
professional moral obligations. In 
Denis Goodale’s article “Professional 
Ethics”, the author examines some 
of these special obligations under the 
rules of professional conduct to see 
how they stand up to present day 
circumstances and meet the best in- 
terests of the public whom the pro- 
fession wishes to serve. Up to now, 
the record would seem to be amaz- 
ingly good but, as a fast growing pro- 
fession, there is always the possibil- 
ity of falling heir to many of the dif- 
ficulties which older professions have 
had to face during their development. 
Denis Goodale is currently As- 
sociate Professor of Accounting at the 
University of Alberta. In 1949 he 
became a member of the Institute of 
Chartered Accountants of Saskatch- 
ewan and in 1952 was admitted to 
membership of the Alberta Institute 
of Chartered Accountants. 


FORTHCOMING FEATURES 


S.E.C. In RELATION TO CANADIAN 
ACCOUNTANCY 
G. K. Carr 


ADVERTISING AGENCY OPERATION AND 
CONTROL 
D. W. Turnbull 


A Loox aT DEPRECIATION AND 
INCOME TAXES 
J. W. Crowe 


Oscars — CONSOLATION FOR THE 
LOsERS 
Howard I. Ross 


THe C.A. AND THE UNAUDITED 
STATEMENT 


A. Beedle 


Country GRAIN ELEVATOR 
ACCOUNTING 
W. C. MacDonell 
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employ 
beautiful 
spies! 





... but, executives in business and industry 
do benefit from the work done for them 
by the Commercial Intelligence Division r, 
of Imperial Bank of Canada. For example, _ 
this skilled department prepares reports : 
and briefs concerning industrial sites, 


— 
marketing opportunities and situations, 
facilities, and manufacturers’ agents. See 


your local Branch Manager of Imperial 4 BRAWN KK 62 ewe but 


for complete information. 


Toronto General Trusts 


CORPORATION 


Offices situated in principal cities, supported by Advisory 
Boards, keep Toronto General Trusts closely in touch 
with conditions in the investment, real estate and 
business fields from Montreal to Vancouver. 


We invite your inquiries about our services in the 
management of investments and as mortgage lending 
agents for companies and persons. 


C.C. CALVIN, Q.C., President GORDON C. LINDSAY, C.B.E., General Manager 


MONTREAL ¢« TORONTO ¢ OTTAWA e¢ WINDSOR ¢ WINNIPEG 
REGINA ¢ SASKATOON ¢ CALGARY « EDMONTON ¢ VANCOUVER 
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Glad Tidings 

Professional and other self-employ- 
ed people on this side of the Atlantic 
are filled with new hope for their 
own cause on learning that the 1956 
U.K. Finance Bill contains a provi- 
sion to allow their British counter- 
parts to save for retirement on a tax- 
free basis. Briefly this provision will 
enable the self-employed, directors of 
companies and employees not already 
members of an approved pension 
scheme to deduct for income tax and 
surtax purposes a “qualifying prem- 
ium” of up to 10% of earnings each 
year, or £500, whichever is less. Such 
premiums are payable to an insur- 
ance company or a trust fund to 
secure a non-commutable and non- 
assignable life annuity. Each annu- 
ity contract must be approved by the 
Inland Revenue. 

This piece of legislation, which af- 
fects an estimated 9% million people 
in the United Kingdom, will be dis- 
cussed in more detail in a later is- 
sue of this journal. 


Scottish Report on C.A. Training 

Changes termed “revolutionary” 
have been recently recommended by 
a Special Committee on Examination 
and Training of Apprentices of the 
Scottish Institute of Chartered Ac- 
countants, according to the report of 
Sir Ian Bolton, that Institute’s presi- 
dent. The committee, set up in Feb- 
ruary 1953 under the convenorship of 
Thomas Lister, advocates: 


1. Recasting of the examination syl- 


NOTES AND COMMENTS 


462 






labus so as to introduce an Insti- 
tute examination in five parts, one 
of which would be taken during 
each year of the apprenticeship 
study. 

2. Linking of the apprentice’s pro- 
gram of study with the university 
years. 

8. Providing that prescribed univer- 
sity classes in law, accountancy 
and business method should be 
taken together during an aca- 
demic year of approximately nine 
months, for which time the ap- 
prentice would be granted leave 
of absence from his master’s of- 
fice. 

The “academic” year, normally the 
third year of a five-year apprentice- 
ship, would be counted as part of the 
period of indenture. 

Recognizing that these proposals, 
if implemented, would be breaking 
fresh ground in the system of train- 
ing accountancy students, the Scot- 
tish Institute will shortly submit them 
to a special general meeting of its 
members for their endorsement. 


May Meeting 

The Executive and Council of the 
C.1.C A. held their main business 
meeting at The Briars, Jackson’s 
Point, Lake Simcoe from May 26 to 
30. 


1956 Uniform Examinations 
The 1956 intermediate and final 
uniform examinations of the Insti- 


tutes of Chartered Accountants in 
Continued on page 464 











Just as a chain 

is no stronger than 
its weakest link, 
Office Automation 
is no better than 


its component systems. 






Let Samas bulld 
your overall system 
gradually, adding 
one strong link 
after another. 


Phone or write requesting 
descriptive bulletins. 





HEAD OFFICE: 354 VICTORIA STREET, TORONTO, ONT, 
BRANCH OFFICES: MONTREAL, TORONTO, LONDON AND OTTAWA 


463 





Continued from page 462 

Canada will be held from October 10 
to 17. Morning sessions will be from 
9 a.m. to 1 p.m. and afternoon ses- 
sions from 2 p.m. to 6 p.m. The time- 
table is published on page 538 of this 


issue. 


C.1.C.A. Research Meeting 


A full meeting of the Committee 
on Accounting and Auditing Re- 
search will take place at Mont Gab- 
riel, Quebec on June 5 and 6 under 
the chairmanship of H. P. Herington. 


To Serve Investors 


International Investment Quarterly, 
the world’s first periodical specializ- 
ing in discussion and information 
about international investment of 
private capital, has recently com- 
menced publication. Aimed at serv- 
ing the North American investor, the 
quarterly will devote itself to articles, 


reports and other material concern- 
ing the movement of capital from one 
country to another. It is published at 
Toronto by Harley D. Potter, former- 
ly a member of the editorial staff of 
The Financial Post and a reporter on 
the Winnipeg Tribune. 


Eaton Nominated 

The Council of the American Insti- 
tute of Accountants has nominated 
Marquis G. Eaton for its 1956-57 pre- 
sident. Mr. Eaton is a partner in 
the firm of Eaton and Huddle, San 
Antonio, and a past president of the 
Texas Society of Certified Public Ac- 
countants and of the Southern States 
Accountants Conference. 

Nominated for vice-presidents were 
William S. Deeming, Chicago; Louis 
H. Penney, San Francisco, Donald P. 
Perry, Boston; and R. Warner Ring, 
Miami; and for treasurer John B. Ing- 
lis, New York. 


Scottish Institute’s New President 

George Innes Stewart, M.C., C.A. 
has been elected president of the In- 
stitute of Chartered Accountants of 
Scotland for 1956-57. He is senior 
partner of Messrs. Martin Currie & 
Co., Edinburgh. During World War 
II, he was attached to the Bank of 
Canada, Ottawa, acting as the Cana- 
dian agent of the Bank of England in 
connection with the repatriation of 
Canadian securities held by United 
Kingdom residents. 

Members of the C.I.C.A. will have 
an opportunity to meet Mr. and Mrs. 
Stewart when they attend the 1956 
annual conference at Halifax in Sep- 
tember. 


Improvement Program 

The 7th annual progress report on 
the Joint Program to Improve Ac- 
counting in the U.S. Government was 
released last month. Improvements to 
be made in the current year include 
the installation of an electronic system 
for processing 350 million cheques 
drawn on the Treasury and reconcil- 
ing them in the General Accounting 
Office. The new system will produce 
annual savings of more than $2 mil- 
lions. 


In the News 


Dr. CHEsTER S. WALTERS, C.A., for- 
mer comptroller of finances for On- 
tario, was awarded an honorary Doc- 
torate of Laws by the University of 
Toronto at its spring convocation on 
May 25. 

Ernak GuNpDERSON, C.A. has been 
appointed executive vice-president of 
the Pacific Great Eastern Railway, 
owned by the B.C. Government. 


PercivAL F. BRuNDAGE, a_ past 
president of the American Institute 
of Accountants, was sworn in as di- 
rector of the Bureau of the Budget 
at the White House on April 2, Mr. 
Brundage’s 64th birthday. 
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Let’s be honest about at 
... the price is what 


sold me on microfilming 


And it'll sell you, too! For the 


new Micro-Twin Recorder-Reader costs less 


than you might expect to 


pay for a recorder alone! 
Call our branch office to see the 
fabulous Micro-Twin or the 
low-cost Model 205 Recorder 
and separate Model 206 Port- 
able Reader. Burroughs Adding 
Machine of Canada, Limited. 
Factory at Windsor, Ontario. 


cy 
Belle Howell Burroughs oe. 
MICROFILM EQUIPMENT 


“Burroughs” and ‘‘Micro-Twin” 
are trademarks 



















Ottawa 
146 Laurier Ave. 


known American Corp. 


run $1,000-$6,000. 


ary to 


BLOCK & ANDERSON (CANADA) LIMITED 
6333 Decarie Bivd., Montreal, P.Q. 


Teronto Vancouver 
10 Alcorn Ave. 970 Richards St. 


ASSISTANT 
TREASURER 


for Cuban subsidiary of nationally 


Starting salary $12,000. 


Bonuses for this position have 


Excellent prospects for advance- 
ment in both the subsidiary and 
the parent company. Fluent Span- 
ish is essential. Age 35-45. 


Please send detailed resume in- 
cluding present position and sal- 


Advertiser, Box 10 
Baer-Corcoran Advertising 
Agency, Times Bldg., New 
York 36, N.Y. 


- TYPING copte/ 


GIVES PERFECT COPIES IN LESS THAN 30 SECONDS 


Figures must be perfect — and to produce copies by typing 
brings a danger of mistakes, a need for constant checking, and 
a problem of supervision. With BANDA DEVELOP however, you can 
produce your copies direct from the original — obtaining a perfect 


facsimile in less than half a minute. This revolutionary 
photo-copying method involves no darkroom, tray devel- 
oping or fixing — and can be operated in your own 
office by any member of your staff. 


Write today for full details. 
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This LOW-TOP two-eyelet tie is built on an 
exclusive Hartt last to give you style-perfect 
appearance with new freedom and unmatched 
comfort. Ideal for all occasions. 
In soft, flexible brown or black calf. 
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Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 











Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Company Limited 
320 Bay Street, Toronto 
EMpire 6-8011 


Montreal Kingston Quebec Calgary Vancouver 
Hamilton Kitchener London Edmonton Winnipeg 
New York 
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Distributors 


COAST TO COAST SERVICE | 


Members of the Accounting profession are invited 
to discuss Estate and Trust problems with our 
Managers at any of our offices across Canada 


THE CANADA PERMANENT 


TRUST COMPANY 


HEAD OFFICE: 820 BAY STREET, TORONTO, ONT. 
HON. T. D’ARCY LEONARD, C.B.E., Q.C., President and General Manager 


BRANCHES: HALIFAX, ST. JOHN, MONTREAL, PORT HOPE, TORONTO, HAMILTON, 
BRANTFORD, WOODSTOCK, WINNIPEG, REGINA, EDMONTON, 
VANCOUVER, VICTORIA 
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Editorial 


ANNUAL CONFERENCES AND THE PROFESSION 
E. MicuaE, Howarth, C.1.C.A. Executive Secretary 


In 1953 THE CaNapIAN Institute established a standing committee 
charged with the task of planning a program of technical sessions for 
its annual conference. During the past few weeks a preview of the 
program for the conference being held in September at Halifax has 
been received by all members of the Institute. As this will be the 
third conference since the establishment of the committee, it might 
be worthwhile to appraise the progress made and to consider some 
of the general aspects of our present system of annual conferences. 


At the outset it can be confidently stated that the committee has 
successfully achieved its prime objective, namely, the provision of 
an expanded program of technical sessions of interest to all major 
elements of the profession. At both Winnipeg and Toronto, the at- 
tendance, participation and comment of members left no doubt that 
the committee was on the right track. Experience gained on these 
two occasions, however, suggests that no cut-and-dried formula for 
a successful program exists, and the committee must be prepared to 
improvise and innovate within the broad framework which has been 
established. 

Planning a program of this kind always presents a number of 
problems, not the least difficult being the attainment of a satisfactory 
balance in the choice of topics. There has been a conscious effort 
to provide for some of the more specialized interests of both practis- 
ing and industrial members, but, surprisingly enough, some of the 
sessions deliberately slanted at one group have been well attended 
by representatives of the other. Apparently our members welcome 
the opportunity to become better acquainted with problems and tech- 
niques not necessarily a part of their everyday concern. While 
recognizing these special areas of interest, the committee has borne 
in mind that the more fundamental problems facing the profession 
are common ones. This is reflected in the inclusion in this year’s 
program of such subjects as education, postgraduate training, and 
human relations. 

It might be feared that undue stress on broad, basic themes 
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would relegate matters of pressing local concern to a background 
role, thus destroying what is potentially one of the most fruitful areas 
of a national conference. A conference should focus the attention of 
visiting members on local professional problems. From the resultant 
exchange of ideas, both visitors and hosts benefit, and our conference 
would certainly be the poorer if this important feature were ex- 
cluded or seriously neglected. Striking a happy balance is not an 
easy matter, but provision for discussion groups should certainly off- 
set any tendency towards what for some may seem an overdose of 
interesting but rather remote issues. 


These sessions have proven among the most popular of recent 
conferences. In a pleasant university atmosphere, a variety of topics 
are keenly debated in a spirit of friendly give-and-take. Subjects 
are deliberately chosen for their wide appeal, and every encourage- 
ment given to the expression of views based on personal experience. 
Augmented by many opportunities to chat informally, these sessions 
also serve as a very useful sounding-board, by bringing into promi- 
nence those matters towards which the thought and efforts of the 
Institute’s staff and committees should be directed. 


Turning now to a more general consideration, it is worth noting 
that, despite the rapid growth of our profession in recent years, we 
are still able to accommodate a national conference in each of our 
ten Provinces. The day may come when only a few of the largest 
cities will be suitable, a point already reached in the United States 
where the conference of the American Institute of Accountants is 
supplemented by a series of regional conferences throughout the 
country. Regional conferences can make a valuable contribution, 
but they are no adequate substitute for a national conference which 
brings together members from all parts of Canada and enables each 
Institute in turn to act as host to its brother members. 


One very important result of our type of conference, and one 
frequently overlooked, is its effect on local members. It has been 
the experience in more than one Institute that an esprit has been 
established which has continued to flourish long after the conference 
itself has passed. In particular, the stimulus to younger members 
has been noted. For many of them, membership on a conference 
committee marks their first active participation in Institute affairs, 
and the enthusiasm aroused pays important dividends in subsequent 
years. Association with a successful conference is not without its 
effect on the community and this, in turn, is reflected in a height- 
ened professional awareness on the part of those involved. Whether 
or not a conference can be termed successful will of course depend 
upon the standards adopted by those forming an opinion, but in the 
eyes of the public the interest shown by the members of a profession 
is usually the sole criterion. By their participation, whenever pos- 
sible, our members can find much of value to themselves, while 
at the same time enhancing the profession they serve. 
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What is Integrated Data Processing? 


KENNETH M. PLACE 


ONE OF THE first uses of the phrase 
“integrated data processing” (IDP) 
was at an American Management As- 
sociation Conference in New York in 
February, 1954. In the past two 
years, however, many volumes have 
been written on the subject and this 
new term has been seized upon by 
business machine manufacturers as a 
means of promoting the sale of their 
products. The use of the phrase on 
such a widespread basis has un- 
doubtedly created a_ considerable 
amount of misunderstanding and con- 
fusion in people’s minds, particularly 
those not directly concerned with 
the processing of business data. 
Much of this confusion and mis- 
understanding would not have occur- 
red if the emphasis had been placed 
upon the principles involved instead 
of on the machines required to im- 
plement them. 


Webster defines “integrate” as “to 
combine (parts) into a whole”. Thus 
when a typewriter produces a punch- 
ed card which can be used in a tab- 
ulating machine, the two machines 
may be said to be integrated. In- 
tegrated data processing is there- 
fore really nothing new but rather 
a coordination of various systems for 
the handling of paper work by means 


of mechanical methods. In the pro- 
cess of coordination and integration 
the drudgery of routine clerical op- 
erations is put on machines and the 
major clerical functions consist of 
programming and analyzing rather 
than transcribing and_ recording. 
There can be no doubt that manage- 
ment in the past has placed far more 
importance upon the installation of 
automatic machines to improve pro- 
duction efficiency than it has upon 
the application of mechanization to 
improve office efficiency. It is now 
evident, however, that equal im- 
portance must be given to increasing 
efficiency in the processing of busi- 
ness data in order to realize the full 
benefits of the automation of pro- 
duction equipment. 


Reducing Repetition 

Before duplicating and mechanical 
methods were available, data were 
recorded and transcribed as many 
times as required in order to com- 
plete the business cycle. One of the 
earliest attempts to reduce the repe- 
titive writing of data was through 
the use of carbon paper making it 
possible to create several exact copies 
of an original document and thereby 
eliminating copying and errors in 
transcribing. More recent develop- 
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ments include (a) one-write systems 
such as might be used in a payroll 
operation whereby the writing of a 
payroll cheque would cause the 
proper information to be recorded on 
an employee earning statement, pay- 
roll register etc., (b) bookkeeping 
machines, (c) punched card tabulat- 
ing machines, etc. And so we have 
progressed from one stage of de- 
velopment to another and have finally 
reached the concept of “Integrated 
Data Processing”. 


What, then, have been the factors 
contributing to the tremendous 
amount of interest in the subject dur- 
ing the past few years? In order of 
importance, they are the following: 


1. Management needs far more time- 
ly information concerning sales, 
production and financial results. 


Since the end of World War II we 
have gone from a seller’s to a buyer’s 
market and into a period of intensive 
competition. Customer service and 
prices are therefore of paramount im- 
portance and every opportunity to 
improve service and reduce costs 
must be developed to the full. While 
historical information has a value, 
management today has to make de- 
cisions faster and sound decisions can 
be made only if the information 
which is available to management is 
current. 


2. Increased paper work 


The amount of paper work has 
increased at a substantially faster 
rate than the general level of busi- 
ness. While management requires 
more information than heretofore, 
there has been a tremendous increase 
in the amount of paper work due to 
the demand of all levels of govern- 
ment for special reports and statistics 


of all kinds. 


8. Increased clerical costs 

In the past the conventional ap- 
proach to the paper work problem 
has been to add more clerks. How- 
ever, the point has been reached 
where the mere addition of clerks is 
not the solution to the problem and 
clerical costs have increased out of 
all proportion to direct costs. 


After having tried all the previous- 
ly developed means of reducing cler- 
ical costs while at the same time 
handling a larger volume of data 
more rapidly and having met with 
only limited success, businessmen 
generally have realized that some 
new technique must be developed. 
Hence came the “integrated data 
processing” approach as it is known 
today. 


Three Conditions 


“Integrated Data Processing” is 
based on the following three con- 
ditions: 

1. Original data are recorded at their 
point of origin in a manner cap- 
able of mechanical processing. 


2. Once in this form, these data are 
processed exclusively in a mech- 
anical manner. 


3. All processing data are integrated 
so that original data in mechanical 
form serve all subsequent ap- 
plications. 


In order to obtain the maximum 
benefits from integration, it is first 
of all necessary to study the implica- 
tions of the system from an overall 
company viewpoint rather than from 
a divisional or departmental level; to 
expand and coordinate the piece-meal 
office mechanization which has de- 
veloped over the years. One of the 
basic reasons for the tremendous in- 
crease in paper work and consequent 
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increase in clerical costs has been the 
failure to attack the problem from 
an overall viewpoint. Instead most 
attempts directed towards works 
simplification and the use of mechan- 
ical applications have been made on 
a limited basis; for example, in- 
dividual systems were established for 
the sales office, the manufacturing 
unit, the accounting department, etc. 
Individually, each unit could con- 
ceivably possess a fairly efficient 
operation, but collectively the sys- 
tem was not capable of producing 
quickly all of the information man- 
agement required for efficient admin- 
istration. 


It has also been found that in- 
formation prepared by one segment 
of an organization might not neces- 
sarily satisfy entirely the require- 
ments of another so that it is inevit- 
able that there will be a considerable 
amount of duplication in both the 
type of records being maintained 
and in the information being re- 
ported throughout the system. 


Common Language 


When an integrated data process- 
ing system is used the unreliable 
human element of transcribing from 
one medium to another can be com- 
pletely eliminated at all key operat- 
ing points. In order to integrate or 
combine several unrelated machines 
into an efficient errorless data pro- 
cessing system it is necessary to have 
a common language to replace the 
various languages used by different 
machines. The medium by which 
one machine directs another has 


come to be known as “common 
language”. 
Initially five channel punched 


paper tape was selected as the “com- 
mon language” because this medium 


473 


was common to more different types 
of machines than any other and had 
performed reliably for many years in 
teletype systems. Perhaps it is most 
widely used because of the com- 
munication problem created by the 
decentralization of business. There 
was a time when the usual corporate 
organization was a closely knit affair 
with head office, sales office and pro- 
duction facilities at one location. The 
trend during the past few years has 
been in reverse so that a good com- 
munication system is essential if in- 
formation is to be _ transmitted 
throughout the organization prompt- 
ly. Punched paper tape can be used 
for transmitting data by teletype and 
can be used by a number of types 
of equipment. Through the medium 
of a tape-to-card converter, the data 
contained in a tape can be converted 
into punched card data. In any event 
the significant characteristic of in- 
tegrated data processing is not the 
use of any specific common language 
but rather the automatic perpetuation 
of repetitive data. 


Steps in a Typical Problem 

A typical example of an integrated 
data processing system in operation 
will serve to demonstrate the scope 
and possibilities. For purposes of 
illustration let us assume that the 
sales office, manufacturing unit and 
head office are at different locations 
and that all are connected by a tele- 
type system. 

Generally the first approach to in- 
tegrated data processing is made in 
the handling of sales orders. The in- 
formation on the order is probably 
the most widely used information in 
the business process. A logical ap- 
proach to the problem would be as 
follows: 
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(a) Upon receipt of a customer’s 
order in the sales office, it is 
sent to a _ teletype machine 
equipped with tape reading and 
punching mechanisms. An order 
acknowledgment set is prepared 
on the sales office teletypewriter 
machine which simultaneously 
prepares a copy of the order in- 
cluding a bill-of-lading set on a 
teletype received located in the 
manufacturing unit. A _ pre- 
punched master tape for each 
customer containing all the repe- 
titive information can be used 
in the tape reading mechanism 
to automatically type the repe- 
titive information. A_ tape 
punching attachment can also 
duplicate all of the information 
contained in the order acknowl- 
edgment for later use in the in- 
voicing operation. 

(b) After the shipment has been 
made the order can be com- 
pleted as to quantity shipped 
and value. 

(c) The master tape mentioned un- 
der (a) can now be used for 
completion of the sales invoice, 
the only additional information 
required being the quantity and 
value. 

(d) Through the medium of a tape- 
to-card converting machine 
punched cards can be produced 
for use in the tabulating of ac- 
counts receivable and _ sales 
statistical information. 


The above illustration refers basic- 
ally to data processing as it affects 
the income phases of the business. 
Another practical application is the 
purchasing, payment, cost distribu- 
tion function. In either case, the 
data introduced into the system at 
the commencement of a transaction is 
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automatically perpetuated through- 
out the business cycle. This is in- 
tegrated data processing. 

This brief description of the mech- 
anical aspects of an integrated data 
processing system, however, merely 
scratches the surface of its implica- 
tions to modern industry. It has 
been said that “automation” is usher- 
ing in the second industrial revolu- 
tion, but automation in the factory 
cannot go forward without automa- 
tion in the office and it is this func- 
tion that a modern integrated data 
processing system must perform. 


Integration Not New 


In order to develop this theme fur- 
ther we should probably now discard 
the term integrated data processing 
in favour of electronic data process- 
ing, for this is a logical extension of 
the common language system. This 
is not intended to minimize the value 
or importance of an IDP system, how- 
ever. Integration, per se, is by no 
means new as far as data processing 
is concerned. A little sober reflec- 
tion will reveal that even the simplest 
accounting system has elements of in- 
tegration in it that makes it partial 
“integrated data processing”. What 
is currently called IDP then is merely 
a further extension of an existing 
trend accelerated by the use of me- 
chanical equipment. 


What we have done so far is to 
show how all, or substantially all, 
subsidiary documents directly in the 
line of progression of the particular 
field concerned can be generated 
from a single typing of an original 
document. An IDP system properly 
applied to sales can from one writing 
produce most, if not all, documents 
required for sales control. It cannot, 
however, without additional equip- 
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ment perform any analysis. Further, 
it must be recognized that in any 
mechanical system accuracy of an 
original document is essential to the 
accuracy of the system. An error 
level which is tolerable in a manual 
system (because it is audited, pro- 
cessed and reviewed by many differ- 
ent people who usually catch most of 
the errors) will be fatal in an IDP 
system. Audit controls and routine 
internal controls must be established 
right at the point of data origination. 
From then on rather simple controls 
such as cross-foot totals, overall con- 
trol balancing totals, etc. can serve to 
detect errors in the system. 


As already mentioned, IDP aims at 
integration in a specific area, i.e., 
sales, disbursements, accounts re- 
ceivable or some such field. This is 
a real step forward, but how much 
better it would be if the whole sys- 
tem could be integrated. It can — 
by the use of an electronic computer, 
and with this tool in the system it is 
called “electronic data processing” — 
EDP. 


IDP Related to EDP 


It should be pointed out at the 
outset that IDP and EDP go hand 
in hand. A computer is a tremend- 
ously flexible tool which will perform 
a fantastic amount of work in a very 
short time. If its potentialities are to 
be realized, however, it must be pro- 
vided with input data in an efficient 
manner. This requires some sort of 
IDP system in processing input data. 
Fortunately the computer itself can 
do most of this processing and it is 
therefore not essential to install IDP 
systems before proceeding to the use 
of a computer. In cases where the 
computer is being heavily loaded, or 
where the volume of data is large, 
separate IDP systems to sort, process, 


and handle input data are probably 
desirable and usually more econom- 
ical. It is not, however, essential that 
you mechanize your operation before 
installing a computer. If you are not 
now mechanized, you can proceed di- 
rectly to a computer providing that 
you are prepared to do a really 
down-to-earth, thorough-going meth- 
ods job. This is no hardship, for if 
you install a computer you will have 
to do this basic study in any event. 

Why is this so? An electronic com- 
puter is a management tool of infinite 
potential. It differs from an IDP 
system in that in addition to process- 
ing data it will also: 

Add 

Subtract 

Multiply 

Divide 

Compare 

Make logical decisions. 

But you must tell it — in detail — 
what to do — this is called “program- 
ming”. In order to do this you must 
know every detail of your operation 
and, most important, you must clear- 
ly define your problem. For this rea- 
son a methods job is necessary. Hap- 
pily once the methods study is com- 
pleted the coding of the operation is 
not too difficult a step. Even more 
happily this type of methods study 
has proven, in every documented 
case so far, to be of great value in 
increased efficiency. 


Toward a Scientific Management 

In considering the adoption of IDP 
or EDP techniques in a business op- 
eration many executives look first for 
a dollar saving. This is the major 
criterion used to determine whether 
or not they should enter the field, 
and there is no doubt that many 
people base their decision on this one 
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factor. While there is also no doubt 
that savings are probable, the major 
advantages are in other areas. Here 
is a tool whose full potentia! has not 
yet been determined. Here is a tool 
which makes scientific management 
possible, which provides extreme 
speed and versatility. It can pro- 
vide greatly improved and simplified 
information for management, do com- 
plex scientific calculations with great 
speed and accuracy, and many other 
things. If you can measure the extra 
profits through improved manage- 
ment, justification on the basis of in- 
creased profits will be possible. But 
if EDP is not considered because im- 
mediate clerical savings cannot be 
realized, then only the least import- 
ant advantage has been reviewed. 


Unlimited Potential 

The use of a properly designed 
EDP system with an electronic com- 
puter at its core makes management 
by exception possible. For instance 
in any inventory control job, once a 
methods study has set inventory 
standards, it is no longer necessary, 
each month, to wait two weeks for an 
inventory report listing each item in 
detail. Now it is possible, daily if 
necessary, to list only those items 
where action is required; and this can 
be done in a matter of hours rather 
than weeks. This type of approach 
can, with suitable modification, be 
applied to every area of accounting 
and control. If one lets his imagina- 
tion soar, without the bias imposed 
by the limitations of present manual 
or semi-mechanical systems, it is not 
difficult to see that the potential of 


EDP is indeed unlimited. Here are 

just a few possible applications: 

1. Payroll—from basic time informa- 
tion payroll cheques, cost distri- 
butions, etc. can be produced 
automatically. 

2. Sales — From an original sales 
order we can automatically get: 
(a) delivery order, 

(b) invoice — priced and extend- 
ed and tax calculated, 

(c) sales distribution, 

(d) trade and market analysis, 

(e) accounts receivable, 

(f) ledger posting. 


8. Inventory control. 

4. Production control — including 
optimum machine scheduling. 

5. Quality control. 

6. Factory cost-analysis and distri- 
bution. 

7. Scientific and design calculations. 


8. Operations research. 


These are but a few applications 
out of many. There are undoubtedly 
many more. When every accounting 
application is mechanized it is but a 
short step — a further integration — 
to produce financial statements auto- 
matically. 


Thus the scope of mechanization of 
records and similar data is almost 
limitless because of the development 
and introduction of a great variety of 
data recording and processing ma- 
chines. Whether complex or simple, 
however, probably the best definition 
of “integrated data processing” is the 
orderly automatic recurring use of 
original data throughout the com- 
plete business cycle. 
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Taxation of Canadian Oil 
and Gas Companies 


D. A. McGREGOR 





GENERALLY SPEAKING, the income for 
tax purposes of corporations operat- 
ing oil and gas wells is determined in 
the same manner as the income of 
any other business. However, special 
deductions are allowed to those tax- 
payers in respect of: 

1. Drilling and exploration expenses, 
including all geological and geo- 
physical expenses. 

2. Depletion allowances from _in- 
come derived from the operations 
of an oil or gas well. 


Deductions for Drilling and 

Exploration Expenses 
Legislation providing specifically 

for deductions of drilling and ex- 
ploration expenses was first intro- 
duced during the war to encourage 
exploration for oil and gas and the 
drilling of new wells. The original 
legislation referred to: 

1. All exploration costs and the drill- 
ing costs of wells spudded in and 
abandoned within six months of 
drilling by corporations whose 
principal business was production, 
refining or marketing of petrol- 
eum products. 

2. All exploration and drilling ex- 
penses incurred by corporations, 
associations, syndicate or explora- 


tion partnerships formed for the 

purpose of exploring and drilling 

for oil or for natural gas. 
From 1943 to 1947 qualifying tax- 
payers were allowed a percentage of 
their expenditures as a deduction 
from taxes payable and for 1948 and 
1949 were allowed 100% of the quali- 
fying expenditures as a deduction 
from income. 

Although corporations whose prin- 
cipal business was production, refin- 
ing or marketing of petroleum pro- 
ducts were not allowed a deduction 
for the drilling costs of productive 
wells under the above legislation, 
they were permitted to recover these 
costs by means of additional allow- 
ances for depletion. 


The Income Tax Act introduced in 
1949 did not contain provisions in re- 
spect of drilling and exploration ex- 
penditures, but the 1949 Amending 
Act did contain similar legislation. 
This legislation provided special de- 
ductions for the years 1949 to 1952 
and the annual amending Acts sub- 
sequently extended the period to 
1957. In 1953 similar provisions re- 
lating to mining corporations were 
combined with those relating to oil 
and gas corporations to permit elig- 
ible corporations in the mining indus- 
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try to deduct costs of drilling and ex- 
ploring for oil and gas and vice versa. 
In 1955 the deductions for drilling 
and exploration expenses were made 
a permanent part of the Income Tax 
Act (section 83A). 


Gist of the Legislation 


The legislation referring to deduc- 
tion of drilling and exploration costs 
by corporations as it now stands is 
condensed below (a summary of this 
legislation follows later in the arti- 
cle): 


A corporation whose principal 

business is 

(a) production, refining or market- 
ing of petroleum, petroleum pro- 
ducts or natural gas, or 

(b) exploring or drilling for petrol- 
eum or natural gas, or 

(c) mining or exploring for minerals, 

may deduct in computing its income 

for a taxation year, the lesser of 


1. the total of 

(i) drilling and exploration ex- 
penses, including all general 
geological and geophysical 
expenses incurred by it on or 
in respect of exploring or 
drilling for petroleum or na- 
tural gas in Canada, and 

(ii) the prospecting, exploration 
and development expenses 
incurred by it in searching 
for minerals in Canada after 
the calendar year 1953, and 

(iii) drilling and exploration ex- 
penses incurred in exploring 
or drilling for petroleum or 
natural gas in Canada or 
prospecting, exploration and 
development expenses incur- 
red in searching for minerals 
in Canada, which sums were 
expended after the calendar 
year 1953 pursuant to an 


agreement under which it 
undertook to incur those ex- 
penses in consideration for 
(a) shares of the capital 
stock of a corporation 
that owned or control- 
led the mineral rights, 
or 
(b) an option to purchase 
shares of capital stock 
of a corporation that 
owned or controlled the 
mineral rights, or 
(c) a right to purchase 
shares of capital stock 
of a corporation that 
was to be formed for 
the purpose of acquir- 
ing or controlling the 
mineral rights 
to the extent the above expenses 
were not deductible in computing 
income for a previous taxation 
year, or 
2. of the total of the above expenses, 
an amount equal to the income of 
the corporation for the taxation 
year, 
(i) if no deduction were allowed 
for depletion, and 
(ii) if no deduction were allowed 
for drilling and exploration 
expenses, 
minus any deduction allowed for 
the year for dividends received 
from other Canadian companies. 


There is somewhat similar legisla- 
tion in effect for associations, partner- 
ships and syndicates which is to the 
effect that: 


An association, partnership or syn- 
dicate formed for the purpose of ex- 
ploring or drilling for petroleum or 
natural gas may deduct in computing 
its income for a taxation year, the 
lesser of 
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1. the total of drilling and explora- 
tion expenses, including gener- 
al geological and geophysical 
expenses incurred by it on or in 
respect of exploring or drilling 
for petroleum or natural gas in 
Canada, or 

2. of the total drilling or explora- 
tion costs, an amount equal to 
the income of the association, 
partnership or syndicate for the 
taxation year, if no deduction 
were allowed for drilling or ex- 
ploration costs. 


Commencing in 1954 deductions 
were allowed by regulation to indi- 
viduals in receipt of income from 
oil or gas wells in Canada permit- 
ting them to deduct from the income 
of each such well an amount equal to 
the cost of drilling the well. This 
deduction does not include explora- 
tion or geological and geophysical 
costs and is limited in each year to 
the income of the well itself. 


A similar deduction was allowed at 
the same time to taxpayers in receipt 
of income from oil or gas wells out- 
side of Canada. Taxpayers by de- 
finition include corporations, individ- 
uals, associations, partnerships and 
syndicates. 


The Present Position in Brief 


Therefore, to summarize the pres- 
ent position in respect to the deduc- 
tion of drilling and exploration ex- 
penses it may be said that: 

1. Qualifying corporations, that is, 
corporations whose principal busi- 
ness is — 

(a) production, refining or mar- 
keting of petroleum, petro- 
leum products or natural gas, 
or 


(b) exploring or drilling for 


petroleum or natural gas, or 


(c) mining or exploring for min- 
erals 
may deduct in computing their 
income all their drilling and ex- 
ploration costs incurred in Can- 
ada, but only the drilling costs of 
wells outside of Canada from 
which they are receiving income. 


. Other corporations may deduct 
the costs of drilling a well from 
the income of a well that is out- 
side Canada but may not deduct 
general exploration costs and of 
course cannot claim the costs of a 
dry hole since there would be no 
income to deduct costs from. 


3 Syndicates, associations and _part- 
nerships formed for the purpose 
of exploring or drilling for petro- 
leum or natural gas receive allow- 
ances similar to those extended to 
qualifying corporations. 

4. Individuals may deduct the costs 
of drilling a well only from the 
income from that well whether it 
is located inside or outside of 
Canada but may not deduct gen- 
eral exploration costs or the costs 
of dry holes. 


The amount of drilling and explora- 
tion expenses that quaifying corpora- 
tions are entitled to deduct from 
income is restricted to the lesser of 
(a) the expenditures incurred to the 

end of the taxation year, to the 

extent they were not deductible 

in previous taxation years, or 
(b) income for the year, as defined. 

Allowable expenditures in excess of 
income for the year may be carried 
forward from year to year until in- 
come as defined equals or exceeds ex- 
penditures. 


bo 


Meanings of Terms 


Income for purposes of determin- 
ing the amount deductible is defined 
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as the income for the year before 
claiming any allowance for depletion 
but after deducting non-taxable di- 
vidends received. Thus a corporation 
may not claim an allowance for de- 
pletion until all its drilling and ex- 
ploration expenses have been applied 
against income but it is not required 
to apply such expenses against non- 
taxable income. In effect, any allow- 
ance for charitable donations or 
business losses is denied until income 
exceeds drilling and exploration ex- 
penses. 


The Act does not contain a defini- 
tion of “drilling and exploration ex- 
penses” but in practice the term is 
broadly interpreted in the case of 
those companies which are engaged 
solely in carrying on an active ex- 
ploration and development program, 
to cover all expenditures in Canada, 
including general and administrative 
overhead, with the exception of 


(a) lease rentals in excess of $1 per 
acre per year, 

(b) bonus costs of lands except in 
certain specific instances refer- 
red to later, 

(c) cost of depreciable capital assets, 

(d) expenditures which are not per- 
mitted as deductions from in- 
come by the general provisions 
of the Income Tax Act such as 
payments for goodwill, etc. 


Drilling costs include not only the 
actual costs of drilling, but also the 
costs of building access roads and 
the preparation of the drilling site, 
costs of casing, cementing and bring- 
ing the well into production. Tubing, 
pumps, flow lines, tanks and other 
equipment above ground are con- 
sidered to be capital assets subject to 
capital costs allowances. The term 
“lease rentals” also includes reserva- 
tion rentals and permit fees, etc. 











In order for a bonus payment to 
qualify as a drilling and exploration 
expense, all of the following condi- 
tions must be met: 


1. The bonus must have been paid 
in 1953 or a subsequent year to 
the Government of Canada or a 
Province; 

2. The bonus must have been paid 
for a lease as distinct from a reser- 
vation, permit or licence; 

8. The lease must have been sur- 
rendered without receiving any 
consideration or without having 
obtained any production there- 
from. 


Companies may jointly acquire a lease 
for a bonus consideration and deduct 
their respective share of the cost if 
the conditions outlined in the above 
provisions are met. However, if one 
company acquires a lease for a bonus 
consideration and subsequently sells 
a part interest in the lease to another 
company, no deduction will be al- 
lowed if the lease is surrendered on 
the grounds that a consideration has 
been received for it. 


The sections of the Act pertaining 
to the special deductions allowed to 
corporations for drilling and explora- 
tion expenses refer to the expenses 
“incurred” by the company. Accord- 
ingly, in order to qualify, drilling and 
exploration expenses must be incur- 
red by the corporation or incurred on 
its behalf by an agent under an 
agreement whereby the taxpayer has 
agreed, before the expenditures are 
actually made, to reimburse the agent 
for expenditures made on his behalf. 
Where a company acquires an in- 
terest in a property under an agree- 
ment which provides for the reim- 
bursement of drilling or exploration 
expenditures previously incurred by 
the vendor, the amount so paid will 
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be regarded as a cost of acquiring 
property and not as a deductible 
drilling and exploration expense. 


An Illustration 

For example, let us assume that 
companies A, B and C enter into an 
agreement to develop a reservation 
which they have acquired jointly. 
One of the companies, say Company 
A, is appointed operator and Com- 
panies B and C reimburse Company 
A monthly for the expenditures it has 
made. Each of the companies would 
record their share of the costs on 
their books and each of them would 
be allowed its proportionate share of 
the expenses. If, however, we as- 
sume that Company A agrees with 
Company B to drill a well at A’s sole 
expense on B’s land for a 50% interest 
in the land, Company A, having paid 
all the expenses of the well, would be 
deemed to have incurred all the costs 
and therefore entitled to the develop- 
ment deduction. Company B, on the 
other hand, would not be deemed to 
have incurred any of the costs. 


Since the deductibility of explora- 
tion expenditures is restricted to the 
corporation which incurred the ex- 
penditures, a corporate reorganiza- 
tion which involves a new corpora- 
tion being formed to carry on the 
business of one or more predecessors 
will result in the loss of any unused 
expenditures of the predecessors. 
Similarly, where the assets of one 
corporation are acquired by another 
corporation, any unused expenditures 
of the acquired corporation would 
not be available to the acquiring 
corporation. This potential loss of 
tax advantage has been a very real 
deterrent to otherwise desirable cor- 
porate reorganizations in the in- 
dustry. 

Contract drilling companies are 


considered to fall within the meaning 
of “a corporation whose principal 
business is production, refining, mar- 
keting of petroleum, petroleum pro- 
ducts or natural gas or exploring or 
drilling for petroleum or natural gas” 
in those instances where the company 
is engaged in drilling for its own ac- 
count and risk and accordingly may 
deduct its costs incurred in drilling 
oil or gas wells or exploring for min- 
erals in Canada from its income. This 
situation would also be applicable to 
drilling partnerships. 


Depletion 

Under the old Income War Tax 
Act there was generally allowed a 
depletion rate of 33-1/3% to taxpayers 
operating oil wells and 25% to those 
operating gas wells or holding gross 
royalty interests. When the Income 
Tax Act was introduced in 1949 the 
regulations issued under that Act pro- 
vided for two rates of depletion, 
namely — 

33-1/3% of net income to operators, 

25% of gross income to non-operators. 
No distinction was made between oil 
and gas income. The regulations did 
not define the term “operator” until 
1954 when an operator was defined as 
one “who had an interest in the pro- 
ceeds of production from an oil or 
gas well or a mine, under an agree- 
ment which provides that he shall 
share in the profits remaining after 
deducting the costs of operating the 
well or mine”. Therefore taxpayers 
who have a direct interest in a well 
or who have income from carried in- 
terests or net royalty interests are 
considered to be operators and en- 
titled to a 33-1/3% rate whereas tax- 
payers who have gross royalty in- 
terests are considered to be non-oper- 
ators and entitled to a depletion rate 
of 25% 
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The present regulations to the In- 
come Tax Act read as follows in re- 
gards to operators — 

“Where the taxpayer operates 

a) an oil or gas well, 

b) a precious metal mine, 

c) a base metal mine, 

d) an industrial mineral mine in re- 
spect of which the Minister of 
Mines and Technical Surveys 
has certified that the mineral is 
contained in a non-bedded de- 
posit or that the mineral is syl- 
vite, or 

(e) more than one of such wells or 

mines, 

the deduction allowed is 33-1/3% of 

the aggregate of the profits minus the 

aggregate of the losses of the tax- 
payer for the taxation year, reason- 
ably attributable to the production of 
oil, gas, prime metal and industrial 
mineral from such wells and mines. 


“In computing the profits reason- 
ably attributable to the production of 
oil, gas, prime metal and industrial 
mineral for the purpose of this sec- 
tion, a deduction shall be made equal 
to the aggregate of the drilling, ex- 
ploration and development expenses 
deducted in computing the taxpayer's 
income for the taxation year.” 

The Income Tax Department has 
always contended that an operator, 
in determining profits subject to de- 
pletion, must group the net profits 
and losses from all wells and deduct 
therefrom all drilling and explora- 
tion expenses claimed in arriving at 
taxable income, whether productive 
or non-productive. This interpreta- 
tion has the effect of denying deple- 
tion in the case of operated wells un- 
til all drilling and exploration ex- 
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( 
( 
( 





penses in all areas, whether produc- 
tive or unproductive, have been de- 
ducted, thus postponing indefinitely 
a depletion allowance to those com- 
panies which are spending all or a 
large part of their income on drilling 
and exploration activities. 


The industry feels that depletion 
should be calculated on the “well by 
well” basis, that is, on the profit from 
each individual well after deducting 
the drilling expenditures applicable 
to that well only. It has also been 
argued that the regulations in effect 
prior to 1951 actually permitted this 
basis and the recent decision by the 
Supreme Court of Canada in the 
Home Oil case has upheld this inter- 
pretation for the 1949 and 1950 taxa- 
tion years. Although the Court’s de- 
cision applied only to the years 1949 
and 1950 it was felt that, notwith- 
standing a change in the regulations 
in 1951, it might be the basis of 
claiming “well by well” depletion in 
subsequent years. However, the Min- 
ister of Finance, in his March 1955 
budget resolutions, indicated that the 
law and regulations will be amended 
retroactively to 1951 to ensure that 
depletion will be computed on the 
aggregate profits less losses of all 
wells after deducting all drilling and 
exploration expenses allowable in 
that year. 


If the Federal Government im- 
plements this budget resolution it 
may eliminate the uncertainty in the 
interpretation of the law, but no 
doubt it will be a disappointment to 
the industry which was beginning to 
feel that at long last there was some 
hope of realizing “well by well” de- 
pletion. 
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Professional Ethics 


DENIS GOODALE 


Ir sEEMS appropriate from time to 
time to re-examine some of the basic 
concepts of ethical standards upon 
which the conduct of the members of 
a profession is based. 


Ethics in Relation to the Profession 


To begin with it may be useful to 
refer to the generally accepted mean- 
ing of the term “profession” and the 
obligation which membership in a 
profession imposes. A profession is 
a calling in which one professes to 
have a special skill or knowledge or 
art and a desire to use it to serve 
others. This involves the use of judg- 
ment, and the possession of a special 
skill places on the possessor a great 
obligation to use this skill wisely. 
This ideal of public service is what 
distinguishes the profession from a 
trade or business in which the main 
object is to make a profit. Society 
bestows a privileged status upon a 
profession and as a result imposes 
stricter obligations upon its members 
than upon the general public. The 
professional society is obligated to 
see that its members accept this re- 
sponsibility. In so doing it recog- 
nizes that technical education is in- 
sufficient for its students and that it 
must also develop a moral conscious- 
ness in them. 


The leaders of the professional ac- 
counting societies which were formed 
in Scotland recognized from the 
start the importance of professional 
status among the members. A book 
published by the Scottish Institute, 
entitled “A History of the Chartered 
Accountants of Scotland”, indicates 
that each of the Scottish Societies, in 
order to govern themselves and their 
members, adopted comprehensive 
rules and regulations. “It was recog- 
nized that members must be bound 
by a discipline or etiquette in all 
their professional dealings,” and from 
this time all forms of advertising 
were frowned upon. 


The importance of an accountant’s 
conduct and the high degree of con- 
fidence which the public placed in 
chartered accountants were brought 
out in testimony by a witness in a 
legal case in the early 1900's. The 
witness stated that “Chartered ac- 
countants were regarded as above 
suspicion, like Caesar’s wife, until 
something unfortunately was dis- 
covered against them.” 

Special Obligations 

There is a_ special relationship 

existing between the member of a 


profession and one who has consult- 
ed him for advice, which imposes 
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certain obligations on the former. 
First there is the concept of public 
reliance upon the professional man 
which calls for trust in the profession 
and its members. There also exists 
the need for the professional man to 
keep the clients’ secrets and con- 
fidences. This rule of conduct is 
fundamental. The professional mem- 
ber must place service ahead of per- 
sonal gain. 

In order that accountants could 
reach professional status it was neces- 
sary to adopt those standards of 
ethics which were recognized as 
being common to all professions. In 
this regard accounting was able to 
rely on the benefit and experience of 
law and medicine. 


Rules of Professional Conduct 


It has been said by an early writer 
“Ethics is a state of mind and if it 
is not innate it can never be ac- 
quired.” Fundamentally ethics ex- 
ists in the spirit in which a profes- 
sional man approaches his work. Yet 
in order to obtain public confidence, 
it is necessary to have rules of pro- 
fessional conduct. The rules should 
be looked upon as guideposts and 
not as complete or exhaustive. 


The introductions to the rules of 
professional conduct issued by the 
various Institutes of Chartered Ac- 
countants state that the rules are not 
to be taken as exhaustive and that 
they have been issued for the guid- 
ance of members. Disciplinary pow- 
ers rest with the Council of each 
Provincial Institute. The usual power 
of the Council is to investigate 
“whether any member of the Insti- 
tute has been guilty of professional 
misconduct or conduct unbecoming 
to a chartered accountant or of a 
violation of the rules or by-laws of 
the Institute”. 
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The need for such rules is two- 
fold — for the benefit of society and 
for the benefit of the profession it- 
self — and most, if not all, profes- 
sional accounting societies have them. 
However, since in most Provinces the 
practice of public accounting is not 
a closed shop and is not restricted 
to members of a professional society, 
the rules of the society apply only 
to its own members and not to others. 
This apparent inconsistency is not too 
serious. The profession by adopting 
and enforcing its rules has demon- 
strated that it intends to do what it 
thinks is right, and public confidence 
will be obtained as a result. 


The question does arise as to 
whether the public interest would be 
better served if non-members were 
required to conform to a provincial 
law relating to desirable conduct. 
This could perhaps be obtained with 
a system of public licensing. It 
seems unlikely, owing to problems of 
enforcement, that the proposal would 
afford the public any more protec- 
tion. 

The rules of professional conduct 
of each Provincial Institute of Char- 
tered Accountants are divided into 
five sections. It is proposed to deal 
only with those rules where areas of 
conflict sometimes arise. The rea- 
sons for the presence of specific rules 
will also be discussed. 


The first section of the rules is en- 
titled “As to Business or Employ- 
ment”. It deals basically with the 
duty of the member to the public. 
The second section concerns relations 
with fellow members. Others refer 
to restrictions on methods of procur- 
ing business and relations with 
clients, and there is a general section 
basically designed to preserve the 
association. 
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PROFESSIONAL ETHICS 


The rules are intended to apply to 
particular situations which may arise 
in accounting and which do not arise 
in other professions. 


Points of Conflict 


The rules of professional conduct 
govern the relations among mem- 
bers themselves and between the 
membership and the public. The 
following question may be asked 
about them: Does the application of 
the code involve a conflict of interest 
between members and the public? 
The point here is that every member 
of a professional organization has 
three loyalties, one to the client, one 
to the association and the other to 
the general public. Where a conflict 
of loyalties arises what should be 
the attitude of a member? 


In an article in The Journal of Ac- 
countancy, November 1955, entitled 
“Ethics — The Profession on Trial” 
by Edward B. Wilcox, the author 
stated, “The challenge to the student 
of ethics is to find the answers to 
two questions: what is desirable be- 
haviour, and why would anyone want 
to act that way.” The first question 
he answered by indicating that “De- 
sirable behaviour is that which pro- 
duces the greatest good.” In view 
of the complexities existing in our so- 
ciety it is often not easy to appraise 
the results of any proposed action in 
order to answer this question. 

One rule of conduct which may 
give rise to conflict is that which re- 
quires a member to treat as confiden- 
tial any information obtained by him 
as to the business affairs of his client. 
Suppose, for example, that the mem- 
ber becomes aware of an illegal act 
on the part of his client or an act 
which, although not proved to be il- 
legal, is on the borderline and per- 
haps against generally accepted 
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morals. One example of this sort may 
be in the area of taxation, where the 
client may be attempting to evade 
taxes on income. What is the duty of 
the accountant under these circum- 
stances? Since he commands the con- 
fidence of both his client and the gov- 
ernment, he must insure that the 
client obtains the full benefit of every 
provision under the taxation statute 
and should also determine that there 
is no evasion of income tax. There 
may be a wide difference of opinion 
here. It would seem, however, that 


the accountant’s primary duty is to 
the law. 


A further conflict may occur where 
a member is compelled to produce 
his working papers in court or is 
required to testify against another 
member in court. The need for main- 
taining secrecy of a client’s affairs is 
something which is inculcated in the 
accountant early in his training peri- 
od. However, the public interest is 
generally regarded as being more im- 
portant than the accountant’s duty to 
his client and for this reason the ac- 
countant’s knowledge of his client’s 
affairs is usually not privileged by 
law. 


There is also the possibility that a 
conflict of loyalties could arise be- 
tween the obligation of a member to 
his association and his obligation to 
the public. The rules of professional 
conduct state that “no member shall 
take part in any effort to secure the 
enactment, alteration or amendment 
of any Provincial or Dominion statute 
affecting the profession without giv- 
ing immediate notice thereof to 
Council”. Let us assume that it is 
proposed to alter the entrance re- 
quirements into the profession in 
order to meet the increased demand 
for professional accounting services. 
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Suppose that a member was con- 
vinced that such an amendment 
would clearly react to the benefit of 
everyone except perhaps the account- 
ants. Should the member support the 
proposed legislation or not? 

Another rule in the code could 
conceivably give rise to a conflict of 
interest between the profession and 
the public. This rule prevents a 
member from becoming associated 
with any association of accountants 
or auditors unless the society has 
been approved by the Council of the 
Institute. In addition, it purports 
to prevent members from becoming 
associated with a college or school or 
university “which conducts its opera- 
tions, solicits prospective students or 
advertises its courses by methods 
which in the opinion of the Council 
are discreditable to the profession”. 
It may be possible that situations or 
activities could arise which might be 
beneficial to the public, for example, 
advancement and extension of educa- 
tion and opportunities in the field of 
education, which a member could not 
support because of the foregoing rule. 

These few examples have been 
noted in order to emphasize that a 
conflict of interests could exist be- 
tween the professional association 
and the public or between the duty 
of a member of the profession to his 
client and his duty to the public. It 
is generally thought that the duty to 
the public is paramount and the In- 
stitute and its members would yield 
to what they considered were the in- 
terests of the public. 


Problems Arising 

There will probably always be 
questions from time to time with re- 
spect to the interpretation of the 
rules of professional conduct as ap- 
plied to specific situations. One may 
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also ask whether the code takes the 
proper attitude towards certain prob- 
lems and whether or not it should 
be amended to take into account 
current changes in thinking. 

One such problem is the associa- 
tion of members of a firm of char- 
tered accountants with management 
consulting firms. Services “which are 
not foreign to the functions of a 
chartered accountant” may be offered 
to the public by the same member 
representing both firms. Although a 
“corporation is held to be incapable 
of exercising professional functions,” 
the management consulting firms are 
incorporated. 

There is the question of the extent 
to which a Provincial Institute should 
engage in institutional advertising on 
behalf of the practising members 
within the Province. 

Another question to which the 
code of ethics does not provide an 
answer is to what extent a practising 
member is responsible for the educa- 
tion and training of the students em- 
ployed in the firm. 

Although a member is required to 
enquire into the circumstances under 
which the services of another mem- 
ber of the Institute have been dis- 
continued, should the Institutes make 
it compulsory on the part of an in- 
coming auditor to contact the prede- 
cessor in order to ascertain the rea- 
son for the change? It seems that 
not all of the Institutes have this re- 
quirement. This courtesy would help 
to preserve professional standards by 
preventing clients from threatening to 
change auditors. It might also pro- 
vide a member with the reasons why 
the engagement should not be ac- 
cepted. 

One rule which will likely be dif- 
ficult to enforce is that designed 
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PROFESSIONAL ETHICS 


to prevent a member from acquiring 
“a beneficial interest in any business, 
profession or occupation in the con- 
duct of which he utilizes his con- 
fidential knowledge of a  client’s 
affairs”. 

Reference will have to be made to 
the views of society as to what are 
the accepted beliefs of the time in at- 
tempting to interpret new situations. 
Standards of business conduct have 
been developed down through time 
by human conduct and not by moral 
philosophers. People are expected to 
behave in a manner beneficial to so- 
ciety as a whole and to refrain from 
harmful actions. 


Survey of the Institutes 

In order to ascertain the nature of 
actual ethical problems with which 
accountants may be faced today, 
letters were written to each of the 
Provincial Institutes of Chartered 
Accountants requesting information 
dealing with matters involving pro- 
fessional ethics which had come to 
the attention of their Council. Replies 
were received from all but one In- 
stitute. Three provided an outline 
of the cases which had come before 
their Council in the last 15 years. 
Three replied that they could provide 
no information owing to the amount 
of work involved in compiling the 
data and also they felt, as one reply 
stated, that the information could 
not be released “even on an anonym- 
ous basis”. 

Three of the smaller Institutes 
(two of which are widely sep- 
arated geographically) provided al- 
most identical replies. The first one 
indicated that there had been no 
ethical problems of any consequence 
during the last 15 years. One of the 
other correspondents stated that the 
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last cases dealt with occurred a little 
over 20 years ago. The third indicat- 
ed that there had been no formal 
complaints “in the memory of any 
members of the Council”. 

The spirit in which the rules of 
conduct have been followed in this 
Province is illustrated by a quotation 
from the reply received: “Although 
occasionally one hears a complaint, it 
is usually a petty matter and appar- 
ently is settled quietly. In the in- 
stances which have come to my at- 
tention it has almost always been a 
lack of knowledge of the principles 
or over-enthusiasm on the part of 
young practitioners. Certainly such 
breaches have not been serious 
enough to justify any formal com- 
plaint against the member.” 


Actual Cases 

The following will deal in summary 
form with the outline of cases arising 
in the three Institutes which did pro- 
vide information. In each of these 
the number of cases dealt with was 
exceedingly few during the 15 year 
period. The situations which arose 
concerned mainly the following rules 
of conduct: 

(a) The acceptance of business with- 
out enquiry into the reasons 
under which the services of an- 
other member had been discon- 
tinued. 

(b) Soliciting business entrusted to 
another member of the profes- 
sion. 

(c) Soliciting business by advertis- 
ing other than by publication of 
a professional card. 

(d) One instance in each of two 
Provinces of a member of an- 
other Institute using the desig- 
nation “Chartered Accountant” 
although not being a member of 
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the Institute in the Province in 
which he was working. 


(e) The issuance knowingly of a 
statement or report containing a 
false or misleading statement. 


Articling of a student by a mem- 
ber where the employee _re- 
mained on the staff of a client. 


(g) One instance was cited of a 
member operating a_ branch 
office without it being under the 
management of a member of the 
Institute. 


The question arose in one Prov- 
ince as to whether the name of 
an American firm of accountants 
could be incorporated with that 
of a firm of chartered account- 
ants. The Council ruled that no 
firm could practise as chartered 
accountants unless all of the 


(f) 


partners were chartered ac- 
countants and members of the 
Institute or some _ registered 
society. 


One reply indicated that a number 
of instances of a member soliciting 
business entrusted to another mem- 
ber had come to Council’s attention, 
but no formal complaint had been 
laid. 


It seems that the following con- 
clusions may be drawn from the in- 
formation contained in the replies re- 
ceived: 


1. The majority of the few com- 
plaints arose mainly in connec- 
tion with advertising or soliciting. 
There are more violations than 
those formally registered with 
each Provincial Council but these 
are of a minor nature. The more 


serious cases are likely to be re- 
vealed. 


8. The profession on the whole, has 
been worthy of public confidence. 


bo 
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The Accountant’s Independence 


By way of conclusion, it may be 
appropriate to refer to a most import- 
ant ethical concept, one upon which 
the continued confidence of the 
public largely depends, namely the 
concept of independence. Independ- 
ence or objectivity is an attitude of 
mind and its application to auditing 
is perhaps best expressed by the 
statement in the preface to Mont- 
gomery’s Auditing (7th ed.). The 
primary purpose of auditing, accord- 
ing to that standard text, is “the 
discovery and disclosure of truth”. 


The requirements of the Com- 
panies Acts with respect to persons 
not qualified for appointment as 
auditor of a public company are an 
attempt to secure independence. The 
auditor of a public company cannot 
be a director or officer of the com- 
pany or a partner or in the employ- 
ment of a director or officer of the 
company. 

Other rules of professional conduct 
which are designed to preserve in- 
dependence are those preventing 
the payment of commission for work 
received and prohibiting a mem- 
ber from bargaining to receive a fee 
(other than from his client) without 
the knowledge and consent of the 
client. The rule aimed at eliminat- 
ing competitive bidding for profes- 
sional engagements is yet another. 


Society bestows upon a profession 
a privileged status and in doing so 
places a high degree of confidence 
and trust upon its members. If the 
profession is to prove that the trust 
is justified it must regulate the con- 
duct of its members in a manner that 
will coincide with the public interest. 
Most important, it must always keep 
in mind that its strength and stature 
is founded on its independence. 
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Grain Accounting for 
Western Canada 


WALTER J. MACDONALD 


THERE ARE two prerequisites to an 
understanding of accounting for grain 
grown in Western Canada. One is a 
knowledge of the methods involved 
in the physical handling and market- 
ing of the grain. The other is an ap- 
preciation of the control which cer- 
tain regulatory bodies exercise over 
those methods. 


Since the early years of this cen- 
tury, the Canada Grain Act has gov- 
erned the physical handling of grain 
through the Board of Grain Com- 
missioners, in two distinct geograph- 
ical divisions. Under the terms of 
the Act the Western Division, with 
which this article is concerned, ex- 
tends from the Lakehead at Port 
Arthur on Lake Superior and 
Churchill on Hudson’s Bay westward 
to the Pacific Coast and includes the 
terminal grain elevators at both 
boundaries. The Eastern Division 
covers all the area east of Port 
Arthur. The Western Division pro- 
duces grain primarily for “export”, 
meaning export either to a foreign 
country or to Eastern Canada, while 
the Eastern Division produces main- 
ly for domestic consumption within 
the Division. 


The grain-handling facilities of the 
Western Division take the grain from 


the hands of the farmer and channel 
it through a network of country 
elevators — some 5,500 in all — to the 
terminal elevators at Lakehead and 
Churchill on the east and at Van- 
couver and Prince Rupert on the 
west. Some grain is drawn off from 
this “export” stream temporarily for 
storage at interior terminals or to 
meet the requirements of mills and 
maltsters within the Division. How- 
ever, in general it is valid to conceive 
of the Western Division as a huge 
gathering net which feeds Western 
grain to its world markets. In the 
gathering process the physical prop- 
erties involved are the country ele- 
vator, the railroad car, the interior 
terminal elevator, together with ter- 
minal elevators on the perimeter of 
the Division. 

At every stage grain is handled 
predominantly in bulk; sacking is 
rare. 


Handling of Western Grain in 
the Western Division 

When, in the first instance, the 
farmer loads his raw grain from his 
field or granary on to his truck or 
wagon, certain alternatives are open 
to him. He may place it in storage 
temporarily at the country elevator, 
he may sell it outright then or later 
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at the country elevator, or he may 
ship it direct to the terminal for his 
own account. 


THE Country ELEVATOR 


Situated on railway trackage at 
convenient points there are country 
elevators, generally of frame con- 
struction. Here the farmer can un- 
load his grain, have it weighed, sam- 
pled (to determine grade and dock- 
age content), cleaned, if cleaning is 
required and if cleaning facilities are 
available. (In any event cleaning 
at a country elevator is generally a 
primary treatment; secondary or final 
cleaning occurs at terminal.) The 
grain is then elevated into bins for 
storage. The elevator will keep it 
in condition and at a later date, again 
by elevation, deliver it into rail cars 
for shipment or to trucks for local 
use. 

A modern elevator is equipped 
with automatic dump equipment to 
facilitate unloading from the farm- 
er’s wagon or truck. 

Alternatively, the farmer may wish 
to load direct from his truck into the 
rail car. If so, he is entitled to the 
free use of the loading platforms pro- 
vided under section 60 of the Canada 
Grain Act. 


THE Rar~roap Car 

The grain is spouted from the 
country elevator or transferred by 
loader from the truck into railway 
cars for shipment. Its destination 
may be: 

(a) Terminal grain elevators at 
Lakehead, Churchill or Pacific 
Coast. 

(b) Interior terminal grain elevators 
at Saskatoon, Moose Jaw, Cal- 


gary, Edmonton and_Leth- 
bridge, or certain other interior 
terminals. 
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(c) Mill elevators of flour mills, 
malting plants, seed and feed 
plants or other major processing 
or treatment units within the 
Division. 

Occasionally direct to US. 
points or to terminal elevators in 
U.S.A., e.g. Duluth. 


(e) Eastern Canadian points for do- 
mestic use. 

To ensure marketing quality, it is 
compulsory for eastbound grain cars 
to be held over in the railway yards 
at Winnipeg and westbound cars to 
be stopped at Calgary and Edmonton 
so that samples may be taken by the 
inspection staff of the Board of Grain 
Commissioners. Grade and dockage 
are thus determined before the cars 
arrive at the terminal elevators. 


(d) 


THe TERMINAL Grain ELEVATOR 

A modern grain terminal elevator 
in the Western Division is in reality 
a highly technical processing plant. 
First, the grain in a multitude of 
grades is unloaded from the rail cars 
by means of power shovels or auto- 
matic car dumps. Under a govern- 
ment inspector and a government 
weighman it is sampled a second 
time, elevated and weighed. Unless 
it is already in first class condition 
it passes then to the workhouse bins 
convenient to the cleaners and dry- 
ers. In the workhouse it is processed 
by cleaning, and drying where neces- 
sary, and the dockage and any mar- 
ketable foreign grain which may have 
inadvertently become mixed with it 
is removed. The grain then passes 
to the storage bins where it is ware- 
housed with other grains of like 
grade awaiting shipment. When re- 
quired for shipment, after a further 
inspection and weighing, it is dis- 
charged into rail cars or grain ves- 
sels as “export” grain. 
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In general, the terminal elevator 
treats grain in such a way that the 
finished product can be delivered to 
world markets in a minimum of ac- 
ceptable and certified grades. 


THe INTERIOR TERMINAL ELEVATOR 


Grain within the Western Division 
may be delivered to interior terminal 
grain elevators located at Saskatoon, 
Moose Jaw, Calgary, Edmonton and 
Lethbridge, pending reshipment to 
perimeter terminals or to mills and 
maltsters within the Division. Oper- 
ated by the government, these ter- 
minals are equipped with cleaning, 
drying and storage facilities some- 
what similar to those at Lakehead 
and Coast terminals. Certain private- 
ly-owned terminals are also operated 
in the interior of the Division. 

The treatment at these terminals 
is more or less identical with that at 
perimeter terminals. 


THe Mutu ELEvATOR 


Within the Western Division grain 
may be delivered to or through a 
“mill elevator” as defined in section 
2(18) of the Canada Grain Act. 
These are elevators operated by: 


(a) Flour mills which require large 
quantities of wheat. 

(b) Malting companies which treat 
large amounts of barley. 


(c) Seed and feed plants and other 
such “manufacturing” units. 


Mill elevators are equipped in 
greater or lesser degree to clean, dry 
and otherwise prepare raw grain 
from the field so that it is acceptable 
for milling or for other forms of 
manufacture, or for consumption. 


Normally a government inspector 
and a government weighman are in 
attendance at mill elevators to certify 
grade, dockage and weight on all in- 
coming and outgoing grain. (“Out- 
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going” includes that grain which 
goes from the “mill elevator” of a 
flour mill, malting plant or other 
manufacturing plant to the mill or 
other building where it is manu- 
factured ). 


Handling of Western Grain 
Outside the Western Division 

In all cases “export” grain is identi- 
fiable anywhere enroute to its final 
market as a shipment or part of a 
cargo of a certified grade ex terminal 
on a certain date. The name of the 
vessel or the number of the rail car 
must appear on the face of the certi- 
ficate issued when the grain is loaded 
out from terminal. 

All grain which leaves Lakehead or 
Coast terminal elevators receives a 
“certificate final”, as it is called, is- 
sued by the Board of Grain Com- 
missioners. This certificate establishes 
the grade of the shipment which it 
covers, regardless of the fact that 
the shipment may break bulk at the 
transfer terminals in Eastern Canada 
or at Buffalo and then be reshipped 
by rail or canal to the seaboard ter- 
minals at Montreal, Quebec, Saint 
John, Halifax, Portland, Boston or 
New York, there to be transferred to 
ocean-going steamships. Its identity 
must be maintained, and its quality 
is guaranteed by the certificate under 
which it left the Western Division. 


For example, a shipment of 100,000 
bushels of One Northern Wheat 
(trade designation “1°”), graded by 
certificate final at Port Arthur and 
loaded into a named lake freighter, 
will retain its identity (and cannot 
be mixed with other grades or other 
grains) when it is unloaded at God- 
erich, Ontario into the transfer ter- 
minal elevator for temporary stor- 
age, when it is loaded out to rail 
cars and transported to Halifax, and 
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when it is put through the seaboard 
terminal at Halifax to the ocean 
liner for shipment to England and 
delivery on the Liverpool market. 
The grade established when the grain 
left Port Arthur is the basis for de- 
livery in Liverpool, and thus the 
Lakehead “certificate final” is one of 
the main documents supporting the 
sale. The same principle applies on 
all shipments ex Vancouver, Victoria, 
Prince Rupert and Churchill. 


Regulatory Bodies 

Since Prairie grain is grown prin- 
cipally for export, it is essential for 
the Canadian economy generally and 
the Prairie economy particularly that 
its handling be standardized and its 
grade guaranteed. With that end in 
view, a number of governing bodies 
have been set up to control the 
grain trade for the protection of the 
farmer, the trade, and the public. 

These bodies are: 

(1) The Board of Grain Commis- 
sioners for Canada, with head- 
quarters in Winnipeg, appointed 
to administer the Canada Grain 
Act. 


The Canadian Wheat Board, a 
government-created sales agency 
to which at the present time the 
farmer must deliver his wheat, 
oats and barley for sale, unless 
it is for his own personal use. 
So that the grain-handling ma- 
chinery will be available on an 
equitable basis to all farmers, 
this Board has power to fix the 
amount of any grain which the 
farmer may deliver to market 
from time to time. 


The Board also regulates the 
flow of grain from country ele- 
vators to terminals and from 
terminals to sales position, in 
terms of actual or expected com- 


(2) 
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mitments for delivery and sale. 
(3) The Winnipeg Grain Exchange, 
of some 400 members, organized 
primarily to regulate and oper- 
ate the grain futures market. 


(4) The Winnipeg Grain and Pro- 
duce Exchange Clearing Associ- 
ation Limited, (in trade phrase- 
ology “the Clearing House”), 
which furnishes the machinery 
for recording and clearing, on a 
daily closing price basis, the 
futures trading operations of 
the members of the Winnipeg 
Grain Exchange. 

(5) The Lake Shippers Clearance 
Association, which is in effect a 
bank for documents covering 
grain in the terminals at Fort 
William and Port Arthur or held 
aboard lake vessels for winter 
storage. This Association also 
supervises the loading of grain 
ex terminal to lake vessel or rail- 
way car. 

The first two of these bodies are 
agents of the Government; the last 
three are creatures of the trade. 


The Board of Grain Commissioners 
for Canada 


Under section 9(1) of the Canada 
Grain Act, the Board of Grain Com- 
missioners for Canada is the su- 
preme authority in regulating the 
physical handling of grain in Canada. 
Its main functions in the Western 
Grain Inspection Division are: 


(1) Inspection oF GRAIN 

At the commencement of each crop 
year one of the Board’s committees 
sets the standard for each grade of 
grain for that crop year. On that 
standard the staff of the Chief Grain 
Inspector is responsible to the Board 
for certifying the proper grade and 
dockage of all grain unloaded into or 
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out of grain terminal elevators, in- 
cluding “public”, “semi-public” and 
“private” elevators, as well as “mill 
elevators” of all flour mills, maltsters, 
feed and seed plants, etc. within the 
Division. 

(It is not practical or economical 
to provide government inspection or 
weighing service at country elevators 
or at smaller mills, seed or feed 
plants. ) 

Although, as already stated, ad- 
vance samples are taken at certain 
stop-over points enroute to terminal 
or mill, samples are again taken when 
grain is unloaded at these destina- 
tions. A certificate showing final 
grade and dockage content is issued 
for each car examined and a daily 
report sheet lists all the cars inspect- 
ed into each point. Copies of these 
documents are sent to the Statistical 
Department and the Registration 
Department of the Board. 

In the eyes of the Board the mill 
elevator of a flour mill is in the same 
position as a terminal elevator at the 
Lakehead or Coast. Therefore grain 
transferred from the mill elevator to 
the mill proper must be inspected 
just as if it were shipped for “export”. 
The Board’s jurisdiction only ceases 
when the grain is taken for “manu- 
facture” from the “mill elevator” to 
the mill proper. 


(2) Weicuinc or Grain 

Under the regulations of the Board 
of Grain Commissioners the Chief 
Weighmaster and his staff are respon- 
sible for certifying the weight of all 
grain unloaded from or to wagons, 
cars or vessels, at a terminal elevator, 
private elevator or mill elevator in 
the Division. Again, if outgoing 


grain is being transferred from the 
mill elevator of a flour mill to the 
mill proper, it must be weighed out 


under government certificate. If grain 
is in damp condition in a terminal 
and has to be dried, it is weighed in 
to the drier by the weighman of the 
Board. Its weight outward is gov- 
erned by the moisture content deter- 
mined by the inspector in terms of 
inward weight and drying report. 

The weighing authorities prepare 
daily reports of certified weights at 
each point where a weighman is lo- 
cated. These reports correspond to 
those for grades established by the 
inspector and reach the same author- 
ities. 

@ * 2 & 

The combined governmental in- 
spection, grading and weighing es- 
tablish a firm foundation for the 
grain trade from start to finish. The 
farmer, unless he chooses to accept 
the weight and/or grade offered by 
the country elevator, can receive gov- 
ernment grade through having a sam- 
ple taken on delivery at the elevator 
on a “subject to grade” basis. On 
carlot shipments he receives govern- 
ment grade and weight direct. Cor- 
respondingly, the buyer receives a 
government certificate of grade on all 
grain exported from the Division. 
Basically, trade within the Division is 
supported by government grades and 
weights. 


In addition, by tabulating the daily 
reports of its staff and supervising 
the weigh-over of the terminals and 
mill elevators at the end of the grain 
year, the Board itself has an authen- 
tic record of all the grain weighed in 
and out of each major handling unit 
in the Western Division during each 
crop year. Adjusted in terms of year 
end stocks, this record shows the 
overages or shortages in each grade. 
Subsequent certification by the in- 
spector and the weighman at the ter- 
minal establishes the net overage and 
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authorizes the registration of ware- 
house receipts in the required weight 
and grade of grain. 

The Registrar is an appointee of 
the Board of Grain Commissioners, 
and the warehouse receipt registered 
with him marks the culmination of 
the process which took the grain 
from the farmer’s field and, if it was 
a contract grade, placed it in posi- 
tion for delivery against a futures 
contract. 

In country elevators the Board’s 
control is not as complete as at ter- 
minals, etc., but the Board does re- 
quire a certified annual report from 
each licensed country elevator. 


Excessive overages at these points, 
and at terminals, are dealt with by 
the Board. 


The Canadian Wheat Board 


The Board of Grain Commissioners 
exercises no jurisdiction whatsoever 
over the actual marketing of grain in 
Canada. During the years of the 
First World War the Canadian Gov- 
ernment entrusted the marketing of 
wheat to a Board of Grain Super- 
visors for the 1917 and 1918 crops 
and to a Canadian Wheat Board for 
the 1919 crop. Again in 1935 the 
Government was obliged by the de- 
pression situation to pass an Act 
forming the present Canadian Wheat 
Board with authority to handle both 
wheat and coarse grains. The ma- 
chinery of this Board continued into 
the period of the Second World War 
and is operative at the present time. 


Acting through the grain com- 
panies as its agents, the Canadian 
Wheat Board takes delivery from 
the farmer, issues to him a producer's 
certificate and makes an “initial pay- 
ment” to him. When at the end of 
the crop year it sells his grain, pooled 
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with other grain of like grade, it re- 
mits to him a “final payment” in the 
realized average price less its appor- 
tionable costs. If marketing opera- 
tions should result in a loss, the 
government must bear the deficit. 
(There has not been a loss in wheat 
since 1940). 

In all of its procedures the Board 
uses the established channels and 
agencies of the trade and it pre- 
scribes the forms and methods which 
its agent companies must adopt in 
reporting. Thus the country elevator 
company, acting as agent for the 
Board and for a fixed handling 
charge, accepts the grain from the 
farmer and pays him, under a con- 
tract to deliver his grain to the 
Board in terminal position. In turn 
it receives reimbursement from the 
Board on delivery of that grain at 
the terminal on the same basis as it 
paid to the farmer (Board price in 
store at terminal). It is reimbursed 
for the interest, insurance and stor- 
age in the interim by means of a 
carrying charge, computed on a bus- 
hel-day rate set by the Board. Having 
taken delivery at the terminal, the 
Board sells the grain as it sees fit in 
domestic and world markets, still us- 
ing the recognized channels of the 
trade. 

It has been established that once 
grain is delivered by the farmer as 
“Board” grain, it is the property of 
the Canadian Wheat Board. 

Basically, the Board operates as 
trustee for the farmer in that it ac- 
counts to him for the net (pooled) 
proceeds of the grain which he de- 
livered to it. 

Apart from these controlled mar- 
keting methods, grain has been and is 
marketed in Canada using the ma- 
chinery of the Winnipeg Grain Ex- 
change which provides a price level 
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through its futures market. Wheat, 
however, was withdrawn from quota- 
tions on the Exchange in 1943 by 
government order, and is still in that 
position (1956). 


The Pattern of Marketing 
of Western Grain 

In the beginnings of the organized 
grain trade all grain moved eastward, 
and hence through Fort William ter- 
minals. Thus no matter what meth- 
od of marketing was chosen, the basis 
throughout was “Fort William price”. 
That factor in the pattern has re- 
mained constant. Grain delivered 
against futures contract on the Win- 
nipeg Grain Exchange today must be 
in store at “Fort William” (including, 
for trade purposes, its twin City Port 
Arthur). True, grain now passes in 
volume through Pacific Coast ter- 
minals and Churchill, and cash grain 
is quoted by the trade and the 
Wheat Board “in store Vancouver” or 
“in store Churchill”. But the pre- 
ponderant movement is still eastward 
and the term “Fort William price” is 
still standard. It is synonymous with 
“spot” price. 

In other ways the marketing pat- 
tern has changed materially in the 
last 35 years. Before the First World 
War “hedging” on the Winnipeg 
grain futures market was an integral 
part of that pattern. A line elevator 
company bought grain from the pro- 
ducer and, to cover its market posi- 
tion, sold futures of the month when 
it expected to deliver his grain at 
Fort William. A flour mill which con- 
tracted to deliver wheat flour at a 
given date covered its position by 
purchasing wheat futures to match 
the sale. If a producer himself 


wished to sell his grain for cash 
and thought the price would go up 
later, he could protect himself by 


buying back the futures in like 
amount on a margin basis. 

Governmental marketing of grain, 
such as occurred first in the case of 
the 1917 crop, broke that pattern. 
The Board of Grain Supervisors han- 
dled the 1917 and 1918 wheat crops 
on a flat price paid to the farmer, ad- 
justed by grades. 


The procedures of the 1919 Wheat 
Board were practically identical with 
that of the present Canadian Wheat 
Board. The 1919 Board; however, 
also controlled flour prices. 


The marketing pattern was again 
broken in a different way with the 
advent of the farmer-operated “Pools” 
in the period 1923-1930. These Pools 
adopted the initial payment idea of 
the 1919 Wheat Board and likewise 
employed elevator companies as their 
agents, including later the elevators 
companies which were owned by the 
Pools themselves. However, they con- 
fined their operations to grain which 
was delivered by their members as 
“Pool” grain. Non-Pool farmers con- 
tinued to use the open market, the 
Pools themselves were to an extent 
traders in futures, and both systems 
operated concurrently. 


The present Canadian Wheat 
Board functioned in wheat with vol- 
untary participation by the farmer on 
a floor price basis in some years, but 
with delivery to the Board mandatory 
since 1943. In certain years it has 
also functioned in the coarse grain 
fields. Delivery of oats and barley 
to the Board has been mandatory 
since 1949. Though the futures mar- 
ket does not operate in wheat, it still 
operates in oats and barley, govern- 
ment control notwithstanding. The 
open market system prevails entirely 
in flax and rye. 


Because the Wheat Board uses the 
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elevator companies as its agents, 
Board grain (which the companies 
do not own) must be accounted for 
separately from non-Board grain 
(which they do own). The latter, 
under normal practice, is hedged on 
the futures market. The differing 
characteristics of government and 
free marketing pose different kinds of 
problems to the accountant. Each 
marketing method must be recog- 
nized and understood if grain opera- 
tions are to be accounted for and 
audited efficiently and intelligently. 


The Winnipeg Grain Exchange 

The Canada Grain Act contains no 
regulatory provisions as to trading in 
grain futures contracts, but futures 
trading was and is a part of the grain 
business in terms of world trade. 
Hence we find an “Exchange” and a 
“Clearing House” which provide the 
technical machinery for an open mar- 
ket in grain futures. These two bod- 
ies are incorporated separately and 
are financially independent from each 
other, yet of necessity their opera- 
tions are complementary. Both are 
located in the same building, and 
membership in both is customary for 
any grain firm of substantial size. 
Both have wide powers in their re- 
spective charters. Here it is propos- 
ed to deal only with those functions 
which are exercised under present- 
day conditions and which have some 
bearing on grain accounting. 


The Winnipeg Grain Exchange is 
operated by its members, who are in- 
dividuals. However, in many cases 
they are the employees of the major 
grain firms who are beneficial owners 
of the seats on the Exchange and on 
whose behalf the employee trades on 
the floor. The relationship of these 
firms is recognized by by-law 3(7) 
of the Exchange. The by-laws of the 


Exchange also prescribe the method 
which is to be followed in creating 
and closing out a futures contract.’ 

For example, a member who has 
bought the December future in an 
amount of 10,000 bushels and in 
trade terminology is “long” in that 
amount may expect to have that 
grain delivered to him during that 
month, on a date determined by the 
relative position of his trade with 
those of other buyers of that month’s 
futures and by the volume of grain 
delivered by the sellers of the same 
futures. Under Exchange procedures 
the earliest trades receive the first 
deliveries on the contract for that 
month. Conversely, a member who 
has sold 10,000 bushels of the De- 
cember future (in trade _ terms 
“short”) and retains that “short” po- 
sition into December must have that 
amount of that grain, in contract 
grade, to deliver against his futures 
sale before the end of December. 
Delivery under a grain futures con- 
tract means delivery of documents of 
ownership covering grain stored at 
Lakehead. 


Any member’s seat on the Ex- 
change is in itself security available 
to any other member for debts in- 
curred in the course of trade in Can- 
adian grain. Thus, in the event of 
his bankruptcy a member’s seat will 
be sold and the proceeds will be sub- 
ject to a lien in the amount of any 
proven grain debt to any other mem- 
ber. This lien has priority over the 
claims of any other creditors. No 
seat can be transferred without notice 
to all members, posted on the trading 
floor. 


The Exchange is not a direct party 
to futures trading. Its function is 


1 By-law 17 (the date of delivering during 


the month is at the seller’s option). 





wwe ta 





Sa 





GRAIN ACCOUNTING FOR WESTERN CANADA 497 


that of a legislator and an arbitrator 
should any dispute arise between 
members. 


The Clearing House 

The formal title of this organiza- 
tion, which is the Winnipeg Grain 
and Produce Exchange Clearing As- 
sociation Limited, is seldom heard in 
trade circles. The “Clearing House”, 
as it is invariably called, provides a 
medium for clearing and recording 
futures trades negotiated in the pit by 
the members of the Exchange. It re- 
quires that its members, who may be 
corporations, shall be solvent. Fi- 
nancial statements must be provided 
for its files at least annually and 
otherwise at its discretion. Its offi- 
cials naturally watch the position of 
any member who may be carrying 
open trades, long or short, in abnorm- 
ally large volume. In some cases 
they may request protective deposits 
of cash. 

To illustrate the operation of the 
Clearing House in grain futures con- 
tracts, let us assume that on the first 
day on which trading is permitted by 
the Exchange in May rye futures, 
member A buys from member B 100,- 
000 bushels at $1.00, and the closing 
price that day is $1.01. Member A 
will report 100,000 bushels bought at 
$1.00. Brought to closing price of 
$1.01 he will show 100,000 bushels 
long at $1.01 and will have earned a 
cash credit on that day of lc per 
bushel or $1,000 which he will re- 
quest from the Clearing House. 
Member B will report 100,000 bush- 
els sold short at $1.00 and, brought 
to market closing price of $1.01, he 
will be required to send his marked 
cheque for $1,000 with his report. If, 
of course, the market reverses itself 
on the following day and closes at 
$1.00, the open trades for each mem- 


ber will be brought to the new clos- 
ing price. To bring the open posi- 
tion to market on the second day A 
would pay $1,000 to the Clearing 
House and B would receive $1,000. 

It should be said that this is only 
a part of an overall transaction. 
Member A who bought the May fu- 
ture was perhaps a processor requir- 
ing 100,000 bushels for May delivery. 
Member B was probably a line ele- 
vator company which had _ bought 
100,000 bushels at country points ex- 
pecting to deliver the grain in May 
at Lakehead terminal. In effect each 
had hedged his position: A by pur- 
chasing his grain at the price level at 
which he sold his malt; B by selling 
at the price level at which he had 
paid the farmer for his grain. When 
the grain is delivered in May by B 
to A the open positions of both will 
be closed out with the Clearing 
House, and A and B will have re- 
ceived or paid net $100,000 (100,000 
bushels at $1.00) regardless of the in- 
terim variations in market levels. 

Closing of a trade by delivery of 
the grain is not obligatory. The buy- 
er of futures may sell them and con- 
versely the seller may buy them. Any 
cash grain offsetting the transactions 
will be bought and sold concurrently 
at going cash prices. This procedure 
is obligatory when the grain hedged 
is below contract grade and hence 
not deliverable against the futures 
contracts. 

The Clearing House may also oper- 
ate as a bank in clearing inter-mem- 
ber debits and credits. It charges a 
fee for its services and renders mon- 
thly accounts to its members. 

The underlying theory of the ex- 
change and clearing process is to pro- 
vide a market place where buyer and 
seller may meet and where prices for 
grain deliverable in store at Lake- 
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head, Pacific Coast or Churchill will 
adjust themselves in accordance with 
the law of supply and demand. 


It must be stressed that futures 
contracts do not cover anything but 
“contract grades”. Lower grades are 
subject to cash grain market fluctua- 
tions and cannot be hedged or pro- 
tected directly through futures. For 
example, a country elevator operator 
buying “street” grain of non-contract 
grade at a discount below contract 
grade realizes that the price on de- 
livery at the terminal may be better 
or worse than when he bought, and 
he governs himself accordingly. He 
can protect himself to some degree 
by selling the future when he buys 
the street grain and buying it back 
when he sells the cash grain. 

A grain futures market similar to 
that in Winnipeg is active in Chi- 
cago. 


Documentation of Grain Futures 


The accounting procedures for 
documenting grain futures fall in a 
different category from accounting 
for other grain transactions. The ini- 
tial record of the futures transaction 
in the pit is merely a memorandum 
of bushels and price on the pit cards 
of buyer and seller, good until clos- 
ing time on the day of trade. At that 
time the transaction must be report- 
ed by both parties to the Clearing 
House. The seller will be “short”; 
the buyer will be “long”. Each par- 
ty to the trade must account daily 
to the Clearing House for the amount 
of the fluctuation from the price at 
which he bought or sold originally. 
He must also report daily, so long as 
the trade remains open, the amount 
of fluctuation from the closing price 
of the previous day. Settlements with 
the Clearing House are made in cash 
daily. 





When the trade is closed out, the 
document used is called an “Account 
purchase and sale” or, in trade term- 
inology, a “P and S”. The “P and S” 
simply records the date of the origin- 
al purchase or sale and the price, the 
date of the reverse transaction which 
closed out the trade and the price 
at which it was closed out. The dif- 
ference is the apparent profit or loss 
to the customer of the pit broker who 
carried the trade. The “P and S” 
shows the commission on the deal, 
and the broker will see that his cus- 
tomer has protected him by way of 
margin during the life of the trade. 
For trades negotiated by a grain 
company on its own behalf a “P and 
S” is not required. 


The Lake Shippers Clearance 
Association 

This organization is mainly a de- 
pository for warehouse receipts cov- 
ering grain held for storage in term- 
inal elevators at Fort William and 
Port Arthur. It is also a supervisory 
agent in loading grain vessels. Docu- 
ments covering ownership of grain 
and storage at these terminals are de- 
posited with the Association by grade 
and weight. The credits for grain 
of like grade are thus established by 
the depositor, and covering grain in 
any one of the Lakehead elevators 
can be drawn on by him in large lots 
for shipment from one or two of 
these terminal elevators. 


The value of this Association can 
be readily appreciated. Take, for in- 
stance, the case of an exporter who 
might have accumulated documents 
aggregating 100,000 bushels of 1° 
wheat located in ten different term- 
inals but desirous of shipping the 
100,000 bushels in one boat. With- 
out the Association the freighter 
would probably have to up-anchor 













Oe SC C— 


GRAIN ACCOUNTING FOR WESTERN CANADA 499 


and steam to ten different terminals 
to pick up its load of 100,000 bushels. 
If, on the other hand, the owner has 
deposited his grain documents with 
the Association the load may all be 
picked up at one terminal. 


A Study in Costing 

Basically, accounting for grain in 
Western Canada is a study in cost- 
ing; costing of the stages in the flow 
of grain from farmer to the perimeter 
terminals of the Western Division 
and thence to market. 

The first stage is the line or coun- 
try elevator. Its accounts are those 
common to any primary processor of 
a raw product and in the account- 
ant’s view, its gross profit is essential- 
ly a merchandising profit. (Unlike 
an ordinary business, sales and pur- 
chases are not usually separated; on- 
ly the gross profit in each grain em- 
erges finally in the accounts). As a 
variant from the normal, the country 
elevator may act as a warehouseman 
pending actual acquisition of the 
grain for cash, or alternatively return 
of the grain to the order of the own- 
er. Its charges are the first to come 
out of the farmer’s grain. 

The second stage is the rail car and 
the second cost is freight charge to 
the terminal. 

The farmer may have shipped his 
grain direct to the terminal and so 
avoided the country grain elevator 
charges. Otherwise, both of these 
costs come out of the price which is 
paid to him basis in store “Fort Wil- 
liam”. The agent at the country ele- 


vator will calculate his price to the 
farmer after deducting his charges 
and the charges for freight to termin- 
al and any other charges exigible 
against that grain after arrival at the 
terminal, except storage and eleva- 
tion. 


The third stage of costing is the 
terminal service. Primarily, the 
charges here are for warehousing, but 
a terminal may purchase the grain 
which it stores and, as the final pro- 
cessing agent, may clean, dry and 
mix grades, as the Act may permit. 
Thus its operations may include an 
element of merchandising. 

The fourth stage (export) is in 
reality a series of costs. The termin- 
al charges nothing to take grain into 
its plant because it recovers that cost 
through an elevation charge paid by 
the shipper when the grain is spout- 
ed from the bins to car or boat. Ele- 
vation is then one factor of export 
cost and storage at terminal may 
be another. Lake or rail freight to 
the East is another. Others are trans- 
shipment and storage charges at the 
transfer terminals on the eastern 
lakes, freight charges to seaboard, 
trans-shipment and storage at ocean- 
port terminals and finally ocean 
freight to delivery point for foreign 
buyers. 

Storage at terminal is an elusive 
factor. The elevation charge, always 
considered a cost of export, includes 
the privilege of free storage for a 
limited period of days. Thereafter 
storage will accrue against the owner 
of the grain, who may be a farmer, 
a trader in grain (including the 
Wheat Board in that category) or an 
exporter who is holding the grain in 
terminal pending sale or delivery 
against sale. 

Of course all grain does not flow 
through all of these channels. Some 
is siphoned off to meet the needs of 
mills and maltsters in the West or 
goes directly to U.S. points without 
ever passing through the perimeter 
terminals. Some stops off at interior 
terminals to be stored temporarily en- 
route to the perimeter or to Western 
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mills and maltsters, and_ east-of- 
Lakehead grain may be taken from 
the main stream for mills and malt- 
sters and for feed mills along the 
routes to the seaboard. The greatest 
flow, however, is to markets abroad 
through Atlantic or Pacific seaboard 
by the stages indicated above. 

The principal documents are the 
cash ticket and storage ticket at the 
line elevator, the bill of lading when 
the car is in transit and the ware- 
house receipt at the terminal. The 
“unload” slip issued by the terminal 
for each car precedes the more form- 
al warehouse receipt and shows the 
charges for freight, cleaning, etc. 
which are recoverable against the in- 
coming shipment. The Lake Ship- 
pers Clearance Association “manifest” 
records the charges which have ac- 
crued on the grain (principally stor- 
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age and elevation) after its receipt in 
terminal and up to the point of de- 
livery to the lake boat or railroad car 
for export. The chief document of 
export is the “certificate final”. 


Conclusion 

In sum, the principles which gov- 
ern accounting for grain are identi- 
cal with those which govern other 
types of trading. However, the par- 
ticular application of these principles 
to grain is marked by some notable 
differences. It is hoped that this 
article has assisted in a fuller under- 
standing of the reasons for those dif- 
ferences. Grain is a prime factor in 
the economy of Canada and it be- 
hooves every accountant to have 
some conception of its accounting 
treatment. 


A LAYMAN’S GLOSSARY OF ACCOUNTING TERMS 
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| 
} 
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First-out 








A Review of the Sales Tax Report 


H. O. SPINDLER AND D. R. HUGGETT 


Last year the Minister of Finance 
appointed a 3-man committee to re- 
view and advise upon certain techni- 
cal questions relating to sales and ex- 
cise taxes, and their full report has 
just been published. The following 
review deals with its highlights and 
points up the formidable task which 
was undertaken. Thirty-one organi- 
zations made submissions to the 
members of the committee who were 
K. leM. Carter, F.C.A., Raymond Du- 
puis, Q.C. and A. E. McGilvray. 


THE TAXES imposed by the Excise 
Tax Act account for about 26% of the 
total revenue of the Federal Govern- 
ment, while the sales tax alone ac- 
counts for about 14%. Being such a 
large source of revenue, only exceed- 
ed by the corporation and personal 
income taxes, it is surprising that in 
the past so little attention has been 
given to this form of taxation. Briefs 
are annually presented to the Minis- 
ter of Finance outlining all the little 
inequities and imperfections of the 
Income Tax Act but nothing much is 
said about the Excise Tax Act. Of 
late, however, more attention has 
been paid to sales taxes, which atten- 
tion has now culminated in the re- 
port of the Sales Tax Committee. 
This report covers most of the imper- 


fections of the Excise Tax Act which 

have made the manufacturer's sales 

tax a frequent bone of contention. 
The more important recommenda- 
tions are that: 

1. Selling price receive a more realis- 
tic statutory definition. 

2. At some future date after suitable 
preparation and explanation to 
taxpayers, the basis of the tax be 
changed from the manufacturer’s 
level to the level at which retail- 
ers purchase goods. 

3. The Income Tax Appeal Board 
and the Tariff Board should be 
combined into a Tax Appeal 
Board to hear tariff, income and 
sales tax appeals. 

4. A new definition of “machinery 
and apparatus” should be intro- 
duced, since the existing defini- 
tion is unreasonably restrictive, 
and it should not be based on the 
opinion of the Minister. 

5. All rulings, interpretations or in- 
tentions should be published im- 
mediately they are issued. 


With respect to number 1 above, 
the Act, imposing as it does a sales 
tax at the wholesale level, completely 
ignores the fact that manufacturers 
sell to customers at different levels in 
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the marketing process; it merely pro- 
vides that the sales tax be paid on 
“the amount charged as price”. The 
committee reported that more taxable 
goods are probably sold to retailers 
direct from the manufacturer than 
pass through the wholesalers’ hands 
and thus a strict interpretation of 
sales price would result in unequal 
taxes on like articles, depending upon 
the outlet used. As the tax is meant to 
apply at the wholesale price level on- 
ly, the Customs & Excise Branch of the 
Department of National Revenue has 
evolved procedures to avoid this in- 
equity. These procedures, developed 
over the years, consist of methods for 
the reduction of actual selling price 
to the wholesale level. For <-rtain 
industries, the Department has fixed 
by regulation percentages which may 
be used to reduce the selling price 
charged to retailers and consumers to 
the wholesale price level. In other 
cases actual wholesale prices have 
been agreed to and confirmed by 
letter, and although these agreements 
are not published, only those with in- 
dividuals are considered confidential. 
The committee reported that it re- 
ceived relatively few complaints con- 
cerning the valuation methods em- 
ployed by the Department although 
there was more widespread criticism 
of the lack of any right of appeal 
concerning such valuations. Since 
the Act does not appear to authorize 
the Minister to make such valuations, 
the taxpayer is obviously at a disad- 
vantage until such time as the Minis- 
ter has this authority and there are 
general rules for the determination 
of value. These shortcomings would 
seem to underlie the committee’s 
recommendations that — 
1. The existing scheme of valuation 
be continued for the present with 
statutory sanction. 


2. Selling price receive a statutory 
definition. 


3. Valuation agreements all be pub- 
lished in The Canada Gazette but 
values fixed by the Minister and 
not covered by agreement not be 
published. 


The definition of “sales price” pro- 
posed by the committee seems to be 
a very apt piece of draftsmanship 
and is as follows: 


“1. The ‘sale price’ of goods which 
are sold by a manufacturer shall 
be: 


(a) where the goods are sold to 
wholesalers — the amount for 
which those goods are sold; 

(b) where the goods are sold to 
others — 

(i) if the goods are of a 
class which the manu- 
facturer himself sells to 
wholesalers, the amount 
for which the goods 
would be sold by the 
manufacturer if sold to 
wholesalers, provided 
that a substantial pro- 
portion of the total sales 
of the class are to 
wholesalers; 

(ii) in other cases, an am- 
ount to be determined 
by agreement made be- 
tween the Minister and 
the taxpayer or any 
group of taxpayers. In 
the event of failure to 
reach agreement the 
Minister may fix such 
sale price or prices as 
he may consider fair in 
the circumstances and 
these prices shall remain 
effective unless altered 
by the Income Tax Ap- 
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peal Board. The tax- 
payer shall have the 
right of appeal to the 
Board in respect of 
prices determined by 
the Minister which are 
not the subject of an 
agreement, and _ the 
Board shall fix such am- 
ounts without regard to 
the Minister’s determin- 
ation. 

“2. The ‘sale price’ of imported 
goods shall be the duty paid value 
thereof. 

“3. The ‘sale price’ of goods which 
are produced by a manufacturer 
and applied to his own use shall 
be: 

(a) if the goods are of a class 
which the manufacturer sells 
to wholesalers, the amount 
for which the goods would 
be sold by the manufacturer 
if sold to wholesalers, pro- 
vided that a substantial pro- 
portion of the total sales of 
the class are to wholesalers; 
and 
in other cases, an amount de- 
termined as in paragraph 
(1)(b) (ii) above.” 

The committee reviewed the pay- 
ment system under the “unlicensed 
wholesale branch” technique of ac- 
counting for sales tax. This tech- 
nique requires a manufacturer using 
notional wholesale prices to pay the 
sales tax when goods are transferred 
to a warehouse which is not adjacent 
to his plant, or to a sales depot. The 
committee heard various complaints 
regarding this prepayment of tax but 
concluded that it was justified be- 
cause such transactions (transfers to 
sales depots or warehouses) are es- 
sentially equivalent to the sale of the 


(b) 
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goods to a wholesaler and it is at 
such time that the tax becomes pay- 
able. Accordingly, the committee 
recommended that “The ‘unlicensed 
wholesale branch’ technique receive 
statutory sanction, possibly in some- 
what the same manner as is now con- 
tained in the Regulations.” 


The committee also examined the 
tax problem surrounding specially 
branded goods and concluded that 
usually the market value of such 
goods is comparable to that of other 
merchandise only at the retail level. 
Therefore, to apply sales tax fairly 
to these goods the committee recom- 
mended that “they be defined as a 
class and that a formula be devised 
to apply appropriate relative tax at 
the manufacturer’s sales level”. This 
definition would deem the merch- 
ants buying specially branded goods 
as the manufacturers thereof and the 
goods would be taxable on a notional 
sales price determined in accordance 
with the definition of “sales price” 
quoted above. 


Other recommendations were made 
by the committee in respect of its 
first term of reference (“To examine 
the problem arising under sales and 
excise taxes where manufacturers sell 
to customers at different levels in the 
marketing process ...”) but, with 
the exception of the following, they 
are not of such widespread general 
interest. This recommendation (No. 
11), the one that departs most radi- 
cally from the present scheme and 
has been expected by those close to 
sales tax matters, reads as follows: 


“At some future date after suit- 
able preparation and explanation 
to taxpayers, the basis of the tax 
be changed from the manufactur- 
ers’ level at which retailers pur- 
chase goods. This is the level used 
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for sales tax purposes in Australia. 
It follows that the broader base 
will produce increased revenues at 
the same rate. To obtain the same 
revenues the rates of sales and ex- 
cise tax may be reduced equiva- 
lent to the average wholesaler’s 
mark-up and this recommendation 
is made conditionally upon such a 
reduction. 

“We recognize that this change 
would require substantial refunds 
in respect of tax-paid inventories 
of manufacturers and wholesalers.” 


This recommendation, if adopted, 
would certainly eliminate many exist- 
ing administrative problems but 
whether this would be out-weighed 
by other problems consequent upon 
the widening of the tax base is dif_i- 
cult to predict, particularly as experi- 
ence with this method has not been 
widely reported in this country. 


The second term of reference of 
the committee required it “to 
examine the question of appeals 
from taxes imposed under the Excise 
Tax Act and make recommendations 
with regard thereto”. The committee 
recommended that certain matters 
should be subject to appeal and that 
appropriate provisions be made for 
the implementation of appeal pro- 
cedures. They alse recommended 
that the Income Tax Appeal Board 
and the Tariff Board be combined to 
deal with all appeals from tariffs 
and income and sales taxes. It was 
suggested also that this new Board 
consist of businessmen and account- 
ants as well as persons trained in the 
law. 


In respect of its third term of refer- 
ence, the committee saw evidence. of 
imported merchandise bearing less 
sales and excise taxes than compar- 
able goods of domestic manufacture. 
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This, of course, may occur when 
goods are imported in bulk and pack- 
aged in Canada or where packaged 
goods are purchased abroad at an 
earlier stage in the distribution pro- 
cess or where the prices of such 
goods omit some distribution costs. It 
was suggested that these problems 
could be eliminated by the extension 
of the definition of producer or manu- 
turer and more careful customs 
valuations. 

The fourth and final term of refer- 
ence required the committee “to ex- 
amine the system of exemption... .”. 
The committee reported that in many 
instances the language used in the 
present list of exemptions is unsatis- 
factory and unduly restrictive. Guid- 
ance could be obtained, in their 
opinion, from the Sales Tax Act of 
Australia which, by the way, imposes 
the tax on the price paid by the re- 
tailer. The committee specifically 
singled out the definition of machin- 
ery and apparatus as being unduly 
restrictive and should not be based 
upon the opinion of the Minister. 
They then submitted a new definition 
of machinery and apparatus which 
seems to be much more reasonable 
than the present definition and which 
would exempt many items indispens- 
able to production or manufacture 
which are presently taxed. This de- 
finition is as follows: 

“Machinery, apparatus, equip- 
ment and structures and complete 
parts thereof which are to be used 
in or are indispensable for the 
production or manufacture of 
goods; and machinery, apparatus, 
equipment and structures installed 
in, or as part of, the building in 
which manufacture or production 
takes place, or on or near the site 
of production or manufacture of 
goods, for the safety, health or 
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comfort of the worker or as aids 
to production, or to be used in op- 
erations essential or accessory to 
the process of production or manu- 
facture, or to create conditions 
essential for or favourable to pro- 
duction or manufacture; _ this 
exemption does not apply to: 

(a) machinery, apparatus, equip- 
ment and structures used in 
the transportation into, away 
from, or between distant sites 
of production or for the dis- 
tribution or marketing of 
goods or for purposes of ad- 
ministrative overhead or sales 
promotion or operations ac- 
cessory thereto; (b) for what- 
ever purpose used, office 
equipment, furniture and sup- 
plies.” 

The Government appears to have 
taken cognizance of this part of the 
committee’s report to the extent of 
a budget resolution to extend the 
machinery and apparatus exemption 
to: 


1. Structures which are adjuncts to 
or provide access to exempted ma- 
chinery; 

Equipment used to repair and 

maintain such machinery; 

3. Safety and accident prevention 
equipment; 

4. Ventilation systems to remove 
noxious fumes or dust from plant 
premises; 

5. Refuse or waste disposal ma- 
chinery; 

6. Hospital and first-aid equipment 
located in plants. 

The committee also recommended 

that the present exemption of build- 

ing materials be reviewed, enlarged 
and clarified. They intimated that the 
exemption of all materials used prin- 
cipally for building might be a good 
idea but were powerless to recom- 

mend it because it would entail a 

substantial loss of revenue. 

It is hoped that these recommenda- 
tions will be instrumental in produc- 
ing a much more satisfactory Excise 
Tax Act. 


bo 











Records Retention and Destruction 


JOHN A. ORR 


Every day almost all businesses 
produce records which they consider 
necessary to their operations but 
which will eventually lead them to a 
problem in filing, storage or possible 
destruction. Many businessmen say 
“We are creating, accumulating and 
saving too many records. Most of 
them are inadequately filed, and re- 
quire too much space. We are be- 
coming inundated with invoices, vou- 
chers, internal memoranda, time 
clock cards, correspondence and 
books of entry.” 

Paperwork has become one of the 
costliest activities in business and a 
silent partner in our economy. Dupli- 
cating machines often aggravate the 
situation by producing copies at the 
turn of a switch and showering us 
with information. 


Although many of us would like to 
think that we work with a clean desk 
top, the fact is that any executive's 
desk is cluttered with paper. Per- 
haps we should begin by switching 
the emphasis from the clean desk to 
the full wastepaper basket. 

Paperwork is necessary, but it must 
not choke or become the master of 
other activities. Records should be 
kept to make available certain defi- 
nite information which will be refer- 
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red to at one time or another, not just 
for the sake of keeping records. In- 
formation is best recorded in written 
form, 


1. when there are waste motions re- 
sulting from mental or visual con- 
trol; 

2. when verbal or mental informa- 
tion is not sufficiently accurate; 

8. when time for individual research 
is not available; 

4. when lapses of memory become 
frequent. 


A business cannot rely solely on 
mental control. It is expected that 
we are going to produce records and 
in so doing present ourselves with all 
the problems of an eventual accumu- 
lation which appears unavoidable. 
Since the storing of records costs 
money, the retention of all of them 
permanently would be uneconomical. 
At the same time the failure to keep 
some for a sufficient period could be 
embarrassing, to say the least. 


We must then form a plan which 
will enable us to conquer the moun- 
tain of paper and to control, pre- 
serve and store our records. Such 
a plan will include adequate organ- 
ized supervision and an inventory 
and classification of all records. 












RECORDS RETENTION AND DESTRUCTION 


Delegation of Authority 

Because nearly all company em- 
ployees are able at one time or an- 
other to create records, management 
must take the lead in establishing 
control over them. Under its overall 
direction there must be some central- 
ization of responsibility, as any pro- 
gram is bound to affect the proced- 
ures and working habits of all em- 
ployees of the company. A company 
executive who is familiar with day- 
to-day operations and company poli- 
cies should be made records retention 
manager and in order to facilitate his 
activities, his appointment should be 
made well known throughout the 
company. 

The records retention manager will 
have to decide where to begin, what 
to do, how to do it and what results 
he can hope to achieve. 


WHERE TO BEGIN 

He should first require that all new 
records, as soon as they are originat- 
ed, be classified as to length of reten- 
tion. It is necessary to put this rule 
into effect immediately in order that 
all future records will be automatic- 
ally taken care of. 


Wuat To Do 
He must next devise a schedule in- 
dicating: 

(a) periods for records retention, 

(b) system for continuing control, 

(c) types of storage areas, 

(d) classifications of records which 
will indicate automatically their 
transfer to non-active storage or 
destruction. 


How To Do Ir 

He must determine if he himself 
is to work out his own record man- 
agement programs or if he intends to 
consult with outside specialists in the 
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field. If outside assistance is sought, 
additional costs are involved depend- 
ing on whether the outside consult- 
ant merely assists in the program or 
carries it through to the eventual is- 
suance of a records control manual. 


REsuLts TO ExPECT 
Some of the results hoped for 

would be: 

1. The reclamation of storage filing 
space through the reduction of 
records. 

2. Accessibility of current records. 

8. Release of active filing space for 
productive use. 

4. Reduction of purchases of new fil- 
ing equipment. 

5. Storage of vital records in suit- 
able filing areas. 


Procedure Steps 
A suggested plan for records reten- 

tion and control will include: 

1. An inventory of all company rec- 
ords. 

2. A classification of records by 

(a) retention period 

(b) protection to be afforded. 

Institution of forms control. 

4, Devising transfer and destruction 

procedures. 

Surveying storage facilities. 

6. Ensuring continuing control by 
preparation of a records retention 
manual. 


~ 


on 


INVENTORY 

A physical inventory must be made 
of all company records. This is a dif- 
ficult assignment and the results must 
be carefully reviewed to point up the 
importance and value to the company 
of each record. 


CLASSIFICATION OF RECORDS 
A classification of all records by re- 
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tention periods must be made. The 
National Records Management Coun- 
cil, a non-profit professional organiza- 
tion specializing in consultation and 
installation of records management, 
has devised five standarcs ‘or records 
retention and transfer. ~ iese are sig- 
nified by the code word “V-A-L-V-E”: 
Value — operating and historical 
Activity — rate of reference 
Law — Federal and other statutes 
Volume — cost versus value 
Experience — comparable company 
practices. 


Value 
It is useful to code the records ac- 
cording to their value to the business. 
Different standards may be used; the 
American National Fire Protection 
Association has classified company 
records according to “after-fire” value 
as follows: 
Class I 
Vital records — Essential for the re-estab- 
lishment of the business including those 
which may be used as a basis for loans 
or collections immediately after a fire. 
Class II 
Important records — Reproduction of which 
may be obtained but at considerable ex- 
pense. 
Class III 
Useful records — Loss of which would be 
inconvenient but which might be readily 
replaced. 
Class IV 
Non-essential records — Material which has 
outlived its useful life. 
Each of these classes will demand 
a different type of protection which 
will be discussed later. It is obvious 
that Class IV should be destroyed. 


Activity 

The rate of reference to records 
can only be determined after the in- 
stallation of a planned program of 
continuing records control including 


a requisitioring system for checking 
on all requests for old material. Em- 
ployees may wich to retain records 
for long periods of time because they 
“refer to them so frequently”. How- 
ever, on tabulation over a period of 
several months a very accurate check 
could be made on frequency of ref- 
erence. 


Law 

The present laws and regulations 
do not in most cases cover retention 
of records specifically, and there is a 
great divergence of opinion on reten- 
tion periods. Two excuses frequently 
given for maintenance of files or rec- 
ords are that laws make it necessary 
or that past records will protect the 
company against lawsuits. 


Without attempting a complete dis- 
course on legal requirements, a few 
examples are of interest. Section 125 
of the Income Tax Act, 1954, which 
refers to books and records, reads as 
follows: 

125. (1) Every person carrying on busi- 

ness and every person who is required, 

by or pursuant to this Act, to pay or 
collect taxes or other amounts shall keep 
records and books of account (including 
an annual inventory kept in prescribed 
manner) at his place of business or resi- 
dence in Canada or at such other place 
as may be designated by the Minister, 
in such form and containing such infor- 
mation as will enable the taxes payable 
under this Act or the taxes or other am- 
ounts that should have been deducted, 
withheld or collected to be determined. 


(2) Where a person has failed to 
keep adequate records and books of ac- 
count for the purposes of this Act, the 
Minister may require him to keep such 
records and books of account as he may 
specify and that person shall thereafter 
keep records and books of account as so 
required. 

(3) Every person required by this 
section to keep records and books of ac- 
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count shall, until written,,permission for 
their disposal is obtained from the Min- 
ister, retain every such record or book 
of account and every aecount or voucher 
necessary to verify the information in 
any such record or books of account. 


Section 103 of the Canadian Com- 
panies Act outlines the requirements 
with regard to the maintenance of 
shareholder records, and section 111 
reads as follows: 

111. (1) Every company shall cause to 

be kept proper books of account with 

respect to 

(a) all sums of money received and ex- 

pended by the company and the 
matters in respect of which the re- 
ceipt and expenditure takes place; 

(b) all sales and purchases by the com- 

pany; 

(c) the assets and liabilities of the com- 


pany; 
(d) all other transactions affecting the 
financial position of the company. 


Government regulations concerning 
unemployment insurance, sales tax, 
etc. also have a bearing and their 
possible effect should be kept in 
mind. 

Under section 28 of the General 
Conditions which were part of all 
munitions and supplies contracts dur- 
ing World War II, a contractor was 
obligated to preserve all his pertinent 
records until the expiration of five 
years from the date of termination of 
war. 

So far no formal proclamation has 
been issued in regard to the termina- 
tion of war, but in certain circum- 
stances a committee set up for the 
purpose has permitted destruction of 
wartime records. 


In brief the procedure involves: 

1. The submission of a detailed list, 
an original and five copies of the 
records concerned, to the Cost In- 
spection and Audit Division of the 


Treasury Department asking for 
their approval of the proposed de- 
struction. 

2. If they consider it in order, that 
department will refer the list to 
the Department of Defence Pro- 
duction for further processing 
through the committee. 


Volume 

Since there is a great variety in the 
quantities of the individual records 
with which we must deal, decisions 
must be made whether the cost of 
retaining high volume records is war- 
ranted by their value. In making 
these decisions the calculated risk of 
missing records will have to be taken 
into account. 


Experience 

It is helpful to refer to what other 
companies in similar lines of endea- 
vour are doing. This information may 
be useful to the records retention 
manager in making decisions. 


2 = * 


In applying the foregoing five 
standards it will become obvious that 
certain records, which must be kept 
permanently for historical and other 
purposes, become the memory of any 
organization. They contain invalu- 
able background material explaining 
why and how decisions were made 
and provide a source of information 
for financing, advertising and public 
relations. They comprise a very 
small percentage of the total volume 
of records of any business. Studies 
of the National Records Management 
Council disclose that of the records 
presently maintained by average 
companies less than 10% must be 
kept permanently, less than 20% 
must be retained currently, 30% 
should be transferred to low cost stor- 
age, and 35% should be destroyed. 
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PROTECTION 

Having established a list of certain 
records which we would retain per- 
manently, we should then be able to 
apply the standards to the bulk of 
the volume and at the same time pre- 
scribe the protection necessary. Per- 
manent records must have the ulti- 
mate in protection. 

In order to decide on the protec- 
tion required for the 50% which 
should be retained for varying peri- 
ods, certain factors must be consid- 
ered: 

(a) The extent to which their un- 
availability would delay recov- 
ery of moneys. 

(b) The extent to which their un- 
availability would delay restora- 
tion of production, sales and 


service. 

(c) The relative difficulty with 
which records could be _ re- 
placed. 


(d) The difficulty or problems en- 
countered if a record were not 
available for legal or other re- 
quirements. 

Summarizing then, two sets of fac- 
tors are necessary for the develop- 
ment of a records retention schedule: 


(a) V-A-L-V-E 
(b) Protection to be afforded. 


With these two sets of factors in 
mind we should have a realistic ap- 
proach to the inventory of records 
which must be undertaken. 


CurrENT REcorRpS 

As mentioned earlier, one of the 
first steps is to classify current rec- 
ords at the point and time of crea- 
tion. After completion of a records 
retention schedule based on the fac- 
tors mentioned, we should immedi- 
ately institute the classification policy 
on all current records. 


Forms ConTROL 

While we established earlier that 
paperwork is necessary for the opera- 
tions of any business, any good rec- 
ords retention program must concen- 
trate on records “birth control” lest 
unnecessary forms and reports come 
into being. It must also review the 
forms and reports presently in use. 


In considering forms and report 
control, certain tests should be ap- 
plied to record activity: 


1. Who may create records and who 
is responsible for approval of the 
form and form system? 

2. Are records designed for effective 
use? 

8. Are forms and reports standard 
as to size of paper, etc.? 

4. Is distribution excessive — are all 
copies necessary? 

5. Is the same information duplicat- 
ed on other forms? 

6. How are forms obtained and is 
this procedure effective and eco- 
nomical? 

7. Do forms indicate which is to be 
the eventual record copy? 


This early challenging of present 
forms and reports and continuous 
control over new ones must be an 
integral part of any record retention 
program. It is important to empha- 
size the continuity of control. A vio- 
lent clearing out of records at spor- 
adic intervals is most unwise since 
important papers are apt to be dis- 
carded. Any scheme, therefore, must 
be aimed at continuing efficiency and 
cost reduction. It is probably an 
understatement to say that the fol- 
low through of any program is as im- 
portant as the development of it in 
the first place. 


TRANSFER AND DESTRUCTION 
PROCEDURES 
Any program of continuing control 
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must establish procedures for trans- 
fers of non-active records at the pro- 
per time and for destruction of non- 
active records which have served 
their purpose. One of its chief aims 
is a reclamation of storage space 
through the reduction of records and 
the release of active filing space for 
production use. Files and filing cab- 
inets must indicate dates of transfer 
or destruction in order that a con- 
tinuing flow from office to storage 
and storage to waste paper dealers 
etc. may be maintained. 


After the inventory has been pre- 
pared it will be seen that it lists cer- 
tain non-essential records which 
should be disposed of at an early 
date. 

A complete listing of all records 
destroyed should be maintained and a 
suitable certificate of record disposal 
devised. Such a certificate should in- 
clude a description of the items, form 
numbers, the method and date of dis- 
posal. It should also indicate who 
has authorized the disposal and 
should provide for a notarial certifi- 
cate as indicated in the Canada Evi- 
dence Act if the material is of a type 
which may be required as evidence 
or which will now be kept by other 
means. The record of destruction 
then becomes a vital or important 
record which must be stored perma- 
nently and properly safeguarded. 


STORAGE FAcILiTIEs 

If certain records are to be kept 
permanently they must be prepared 
on suitable paper and must be writ- 
ten in permanent ink. This should 
be particularly borne in mind for 
example when making entries in 
ledgers and journals or in the writ- 
ing of contracts. More important, 


they should be kept in a location 


which is protected from fire or other 
hazards. 

We have discussed the “after-fire” 
value of records and indicated that 
this vitally affects the retention 
schedule because not only must there 
be a coding of records by period of 
retention but also by type of storage 
area in which the records should be 
retained. Coincident with the pre- 
paration of the inventory of records it 
is necessary to prepare a report on 
existing storage facilities in order to 
determine whether these are ade- 
quate or more than adequate and 
hence too costly for the type of rec- 
ords stored in them. 

Vital records should be protected 
so that they will be safe even if the 
building or the section of it in which 
they are stored is completely burned 
out. 

Important records should be given 
the same protection if at all possible. 

Useful records should be housed in 
closed steel containers which are 
maintained with a minimum exposure 
to combustibles. 

Non-essential records should be 
disposed of to reduce fire hazards. 
Certainly if they are retained they 
should be separated from more valu- 
able records. 

The survey of existing facilities 
must measure the hazards involved 
and then select adequate safekeeping 
equipment for retention of records. 
The majority of such equipment on 
the market bears underwriters’ labels 
indicating certified performance. 

Many companies today are placing 
fire insurance on those records or 
other documents which are vital in 
the operations of the going concern, 
e.g. accounts receivable ledgers. 
While such insurance provides a 
measure of protection it must be ful- 
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ly realized that many records are ir- 
replaceable at any cost. 


Recorps RETENTION MANUAL 

The final step for the records reten- 
tion manager is the preparation and 
distribution of a comprehensive rec- 
ords control manual. This manual 
should cover every step of the pro- 
cedure and anticipate most eventu- 
alities. It may consider the type of 
equipment to be used for storage and 
should outline the duties of person- 
nel responsible for filing, controlling, 
storing and destroying documents. It 
will of course include a records re- 
tention schedule specifically designed 
for the company. 


Conclusion 


In conclusion the important steps 
in a proper records retention and 
control program are: 

1. Formulating an overall plan un- 
der appropriate management su- 
pervision. 

2. Any plan must include: 

(a) An inventory and appraisal 
of existing records. 

(b) A classification of all records 
by 


(i) retention period 


(ii) protection to be af- 

forded. 

(c) Institution of forms control. 

(d) The devising of transfer and 
destruction procedures 
(i) when to destroy 
(ii) when to transfer to stor- 

age 
(iii) when to destroy, if ever, 
after transfer to storage 
(iv) microfilming. 

(e) A survey of storage facilities 
and requirements. 

(f) Continuing control. 

(g) The completion of a records 
retention manual giving in 
detail the company’s record 
keeping policies. 

(h) The training of employees in 
the coutinuing application of 
the program. 


Records retention and control en- 
compasses the supervision of all rec- 
ords from the time of creation to ulti- 
mate disposal or transfer to perma- 
nent storage on a continuing basis. 
It is designed to aid paper work 
procedures by the improvement of 
quality, reduction of quantiiy and re- 
sultant savings in cost. It is impera- 
tive in the maintenance of good busi- 
ness operations. 


— 
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BY KENNETH M. PLACE, C.A. 


Administrative Accounting 


MEASUREMENT OF PROFITS 


The earning of a profit is a requi- 
site for the continued existence of 
any company; the earning of a rea- 
sonable profit is a requisite for the 
successful operation of that company. 
If it is agreed that a profit is not only 
desirable but necessary, then man- 
agement and the public need a yard- 
stick to measure industry's profits, not 
in the absolute sense but in relation 
to their adequacy. 


One of the most popular publicly 
used yardsticks is the relationship of 
profits to sales. The simplicity of this 
method is obvious and therein rests 
its greatest weakness. There are 
many types of industry today, rang- 
ing from ship-building and heavy 
construction to the manufacture of 
nails or the processing of foods, and 
the utilization of capital and man- 
power varies just as widely as the 
types of industry concerned. Some, 
such as food processing, depend on 
large sales volume with a relatively 
small percentage of profit on the 
sales dollar, while others have a 
lower volume of sales with a corres- 
pondingly higher percentage of pro- 
fits. Yet measurement by this yard- 
stick would appear to prove that one 
was relatively unprofitable compared 
to the other; or alternatively that one 
is fulfilling a useful need at a very 
modest cost whereas the other is vic- 
timizing the public as a whole for 
the benefit of a few. Is this really 


the case? Perhaps, but the chances 
are that it is not. When analyzed it 
will probably be found that the in- 
dustry with large sales volume and a 
low return on sales involves the per- 
formance of a rather simple func- 
tion and comparatively little risk of 
loss of capital. On the other hand, 
most industries where the percentage 
return on the sales dollar is high re- 
quire considerable technology and 
large investments in machinery and 
equipment. Thus the very fact that 
this method of measuring profits ap- 
pears to be very simple constitutes 
its biggest danger. It does not pro- 
vide a measurement that can be used 
indiscriminately for all types of busi- 
ness enterprise in today’s complex 
economy. 


Undoubtedly the most widely used 
measure of profits is total dollar pro- 
fits. How often in the last few years 
have we read in the newspapers that 
such and such a corporation has 
earned all-time record dollar profits? 
Misleading as this is, many people 
have fallen into the trap of using it 
as a comparison. Record total dollar 
profits are simply a natural conse- 
quence of the present high level of 
national income and the unusually 
large expansion of productive facili- 
ties. They do not necessarily imply 
that industry is earning excessive pro- 
fits, or even that it is using its re- 
sources with the greatest efficiency. 
It is possible that the best use of the 
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manpower, machinery and _ technol- 
ogy available would have produced 
higher profits and lower selling prices 
with the same volume of operations. 


Profit per share of common stock 
is another widely used means of com- 
paring results of operations because 
it so conveniently relates profits to 
the market price of the stock. It also 
permits shareholders to relate their 
earnings to other periods. It is not, 
however, an accurate measure of the 
achievements of the enterprise com- 
pared with other years, since addi- 
tional capital may have been intro- 
duced in some other manner such as 
bank loans or a bond issue. Thus, a 
sharp increase in per share profits 
may result from expansion financed 
in some other way which has brought 
about a leverage factor in favour of 
common stock. 


Neither can this yardstick be used 
as a basis of comparison with other 
companies in other industries, or even 
in the same industry. This, of course, 
is because of the differences which 
exist in capital structure. Obviously 
a company which has obtained a sub- 
stantial portion of its capital by 
means of funded debt would have a 
different earnings per common share 
pattern than one which is financed 
purely and simply by the issue of 
common stock. 


Another factor which can also cre- 
ate an artificial situation is a com- 
pany’s dividend policy. If one com- 
pany has financed growth through 
the retention of past earnings, it may 
be that the common stock represents 
only a small part of the investment, 
whereas another company which has 
consistently paid out a large propor- 
tion of earnings as dividends has fi- 
nanced its growth by the issuance of 
additional common stock. Here a 


comparison of earnings per share 
would present a completely mislead- 
ing picture. 

A third method of comparative 
measurement, profit as a percentage 
of net worth, does seem to overcome 
some of the objections to the two pre- 
vious possibilities and to offer a use- 
ful and proper basis for such meas- 
urement. In fact, many authorities 
advocate this system above all others. 
It is argued that profits are produced 
by shareholders’ money which is rep- 
resented by capital and surplus, and 
that profits can be measured realistic- 
ally only by relating them to net 
worth. Regardless of fairly wide 
usage, however, the rate of return on 
net worth is open to several serious 
reservations as a true indication of 
profit. While it does give an ade- 
quate measurement of the return on 
the shareholders’ investment, it is by 
no means satisfactory as an overall 
indicator of the profitability related 
to the actual amount of money in- 
vested in operating assets as repre- 
sented by plants, machinery and 
equipment, accounts receivable, in- 
ventories, etc. In fact, under some 
conditions, comparative results ex- 
pressed as a percentage of net worth 
will result in a considerable exaggera- 
tion of a trend. 

To be specific, the larger the pro- 
portion of a company’s total capital 
obtained through borrowing, the 
smaller the net worth and the higher 
a given profit will appear when stat- 
ed as a rate of return on net worth. 
Risks of trading with equity capital 
are, by the same token, enhanced, 
with the result that profits fluctuate 
more widely and are more likely to 
be converted at times into losses. 
Since methods of financing differ 
widely between industries and _ be- 
tween firms, use of the net worth 
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ratio for comparison should be care- 
fully considered in all cases. 


There is another reason for regard- 
ing this method with caution. Net 
worth is not necessarily a direct 
measure of the original equity invest- 
ment made by shareholders. It is ad- 
justed as required to reflect losses, re- 
valuations, and write-offs indicating 
investment mistakes which may have 
occurred. A corporation may show a 
high return on net worth simply be- 
cause it has experienced losses during 
preceding periods and its net worth 
has consequently been reduced. Un- 
der these circumstances, it is difficult 
to consider that the owners are fortu- 
nate to be associated with an enter- 
prise earning such a high return. In 
fact, the rate of return would be more 
criticism than praise of the results of 
operations. 


From the foregoing examples and 
discussion, it seems that the first 
requisite for proper measurement of 
profitability is to develop some basis 
which is not affected by such factors 
as method of financing, type of indus- 
try, dividend policy, past earnings 
record and similar things. This, how- 
ever, is much easier said than done. 
So far, the methods reviewed have 
related either to volume of business 
or to some particular portion of the 
investment used to earn the profit 
based largely on the source of the 
investment. What happens, then, if 
we ignore volume of business and the 
specific source of the investment? 
Surely the one common factor in all 
industry is investment, not just a por- 
tion, but total investment. There is 
no arguing the fact that profits should 
and do result from the demand for 
products as well as from the efficient 
use of plants, machinery and equip- 
ment and the current assets neces- 
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sary to operate the plants. The deri- 
vation of the money invested in these 
things is of no importance in measur- 
ing the efficiency of their use. Ili fol- 
lows logically from this, that the total 
amount that an enterprise has in use 
and at risk is the total of all its op- 
erating assets, i.e. its gross current as- 
sets plus its gross fixed assets. That 
is the amount of money that the com- 
pany has put to work and is risking in 
the business venture. 

In the past, it has been generally 
accepted practice in determining in- 
vestment to deduct current liabilities 
and certain reserves or allowances 
such as depreciation. But it does not 
seem logical to say that because part 
of the investment in operating assets 
has been supplied by the company’s 
creditors or by means of reserves es- 
tablished by a charge against profits 
or surplus, it should be excluded 
from the calculation of the total 
amount of investment being used. 
After all, any loss is a loss to the 
shareholders, regardless of whether 
the money originally came from the 
net worth, from funded debt or a 
bank loan, or from the accumulation 
of reserves. 

In any relation of profits to operat- 
ing investment, there are also disad- 
vantages. First, while the gross book 
value of fixed assets has been sug- 
gested as a measure of the investment 
involved, there are two factors which 
are not properly assessed under this 
procedure. These are the “economic 
loss” suffered on fixed assets through 
usage and the effect on book value or 
historic cost of the change in pur- 
chasing power of the dollar. For this 
purpose, it can be argued that fixed 
assets have dropped in value by the 
capitalized value of the reduction in 
efficiency as reflected in lower output 
and/or higher cost of production 
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caused either directly by higher 
operating cost, or indirectly by inabil- 
ity to adopt technological improve- 
ments in comparison with more mod- 
ern units. To date, there does not 
appear to be any solution to the prob- 
lem of calculating this loss. With re- 
spect to the fluctuating value of the 
dollar, again no accepted method of 
reflecting the changes has been de- 
veloped. Still another area in which 
this method of measuring profitabili- 
ty leaves something to be desired lies 
in the fact that it does not give any 
weight to the value of goodwill, pat- 
ents, trademarks, processes and the 
knowledge possessed by an efficient 
organization. Again it is a problem 
of determining the value of such in- 
tangible assets and to date, as in the 
case of “economic loss”, no widely 
accepted and practical method for 
doing so has been developed. 


The fact, however, that no accept- 
able solutions have been found for 
these problems should not prevent 
the use of a yardstick which, while 
not perfect, does eliminate many of 
the disadvantages of other forms of 
measurement. A return computed 
on the basis of net profit before de- 
ducting any interest on loans, related 
to gross investment, is the most prac- 
tical measure of overall profits avail- 
able and should enable shareholders 
and management to understand how 
profitably the total assets are em- 
ployed. 

So far, all the mentioned methods 
of measurement have been related to 


total company profits. There are, 
however, many cases where some 
form of comparison is needed for in- 
ternal use. The desirability of relat- 
ing the profitability of various pro- 
cesses or product lines or plants or 
even specific machines is constantly 
arising. Time and space do not per- 
mit a full review of all the possibili- 
ties, but there are a few which de- 
serve notice. One of the factors 
which always presents a problem is 
the use of out-of-pocket costs versus 
full costs. Again many problems 
arise in the justification of new in- 
vestment particularly at established 
units or plants. There are several 
ways of relating the economics of this 
kind of investment, such as calcula- 
tion of labour saving or determination 
of increased profit through an increase 
in production. Without measuring act- 
ual dollar effect it is often desirable 
to measure comparative labour effi- 
ciency. These, of course, are only a 
few of the possibilities; undoubtedly 
there are many more. 


No review of this subject would be 
complete, however, without one over- 
all word of warning. Each applica- 
tion of comparative measurement is 
an individual problem. Thus the 
greatest care should be exercised in 
the selection of a medium to ensure 
that the right one has been chosen. 
Company profits would likely not be 
measured in the same way when a 
labour contract is being negotiated as 
they would when a bank loan is be- 
ing sought. 


eee a 





ee cg Tt 


BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 





THE TAXATION OF PARTNERSHIP 
INCOME 


The basic rule of the Income Tax 
Act is that the income which is taxed 
is the income of a person, and as a 
partnership is not a person, it follows 
that there is no taxation of the in- 
come of a partnership as such. The 
members of a partnership are, how- 
ever, persons and therefore taxable. It 
follows that if A, a Canadian resi- 
dent, carries on a business wholly 
within the United States in partner- 
ship with B, who is not a Canadian 
resident, only A is chargeable to tax 
in Canada in respect of his income 
from the partnership business carried 
on in the U.S.A. (and entitled, of 
course, to the appropriate tax credit 
for U.S. taxes on the same income). 


While it is clear enough that a part- 
nership as such is not subject to in- 
come tax in Canada, the tax position 
of persons who carry on business in 
association with one or more other 
persons is not always free of prob- 
lems. There are two main sources of 
difficulty: (1) Is the relationship of the 
taxpayer to his associate or his as- 
sociates a partnership? (2) What is 
the income of a partner from a part- 
nership? 


What Is a Partnership? 

The concept of partnership as it 
evolved in England and as it is now 
crystallized in the Partnership Acts 
of the nine common law Provinces is 
that a partnership is the relation 


which subsists between persons 
carrying on a business in common 
with a view of profit. Note particular- 
ly that there is no necessity that a 
partner shall contribute capital, 
labour or skill to the partnership; it is 
necessary only that the business of 
the partnership be conducted on his 
behalf as well as on the behalf of 
the other partner or partners. 

Note also that partnership is some- 
thing different from common owner- 
ship of property, and this may be so 
even where there is an agreement be- 
tween the common owners for the 
management of the property and the 
division of the profits. Nor does an 
agreement to share profits or profits 
and losses necessarily create a part- 
nership, though admittedly it is 
pretty strong evidence in support of a 
partnership. On the other hand there 
may be a valid partnership between 
persons though, as between the part- 
ners, one of them is not liable to 
bear a share of partnership losses. Of 
course so far as persons dealing with 
the firm are concerned, a partner can- 
not avoid his responsibility to them 
whatever the agreement between him 
and his partner. Note also that the 
partnership relationship is a con- 
tractual relationship between the per- 
sons composing it and that they are 
as free to modify and amend the 
basis of their contract as any other 
contracting parties are entitled to do. 


A recent Canadian case concerned 
with some of these questions is 41 v. 
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MNR, decided by Mr. Justice Cam- 
eron in the Exchequer Court of Can- 
ada in July, 1952. In that case A, B 
and C carried on business in partner- 
ship as patent attorneys under an 
agreement which provided that on 
the death of one partner the surviv- 
ing partners would admit his widow 
to the firm at a stipulated share of 
the profits and that the widow should 
have no interest in the firm’s assets 
upon her death. On the death of A 
his widow was admitted to the firm 
as so agreed, her share in the profits 
being fixed at $8475, but she took no 
part whatever in the conduct of the 
firm’s business. The Minister ruled 
that the widow was not a partner in 
fact and that the share of profits paid 
to her was not a proper deduction 
from the partnership income, the re- 
sult being that the other partners 
were charged to tax on the moneys 
paid to her. The Income Tax Appeal 
Board (Messrs. Monet and Fordham ) 
upheld the Minister chiefly on the 
ground that as the widow of A per- 
formed no service for the firm and 
was not held out as a partner to per- 
sons dealing with the firm she was 
not a partner in fact. Mr. Justice 
Cameron allowed an appeal, holding 
that the widow was in law a full 
member of the partnership albeit a 
dormant one. He noted that she was 
entitled to share in the firm’s profits 
and was liable with her partners for 
the firm’s losses. It was immaterial, 
he added, that she was not a patent 
attorney, contributed no capital to 
the firm, and took no part in the con- 
duct of its business. Partners, he 
pointed out, are entitled to determine 
with whom they will carry on busi- 
ness as partners and the share to 
which each is entitled in the firm’s 
income and are required to pay tax 
only on their respective shares of the 
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partnership income, not on_ the 
shares they have earned. 

A few months later a somewhat 
similar case arose in Quebec, which is 
interesting for the light which it 
throws on a difference between a 
partnership in Quebec and a partner- 
ship in a common law Province. In 
the Quebec case, 71 v. MNR, decided 
by Mr. Fisher in October 1952, the 
members of a partnership carrying 
on a wholesale ice cream business 
were three brothers who, by their 
father’s will, were obliged to provide 
their mother an annuity of $5200 a 
year as a condition of inheriting the 
father’s estate. They met this obliga- 
tion by taking their mother into their 
partnership, agreeing that she should 
be entitled to $5200 a year out of the 
partnership profits in priority to any 
division of profits among the other 
partners, and that her share should 
be cumulative from year to year in 
the event of a deficiency of assets in 
any year. It was further provided 
that she should not be liable for any 
losses. The mother took an active 
part in the conduct of the business 
with which she was familiar and left 
a large portion of her share of the 
profits on deposit to be used as work- 
ing capital of the firm. The Minister 
ruled that the mother was not a 
partner and charged each of the sons 
with his proportionate part of the 
profits paid the mother. On appeal to 
the Income Tax Appeal Board, how- 
ever, the Minister’s decision was re- 
versed. Mr. Fisher said that the al- 
leged partnership fulfilled the re- 
quirements of the Quebec Civil Code 
respecting partnerships. The mother, 
he said, brought skill and property to 
the partnership. For it appears that 
under Quebec law, unlike the com- 
mon law, a contribution of “property, 
credit, skill or industry” is essential to 
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THE TAX REVIEW 


constitute a person a member of a 
partnership. 


The Income of a Partner 
from a Partnership 

The Income Tax Act declares that 
a taxpayer's income from a partner- 
ship for a taxation year shall be in- 
cluded in computing his income for 
that year whether or not he has with- 
drawn it during the year (sec. 6(c) ). 
The Act does not, however, lay down 
any special rules for computing the 
income of a taxpayer from a partner- 
ship, and one must therefore look to 
the cases to see the type of problem 
that arises in this regard. A number 
of disputes have arisen in Canada on 
this question, of which as yet only 
one has reached the Exchequer 
Court. The question in all of these 
cases was the same, namely, under 
what circumstances an expense in- 
curred by one partner is or is not de- 
ductible in computing his income 
from the partnership. 

In Biggar v. MNR [1948] C.T.C. 
43, a partnership agreement between 
three partners provided that the 
profits of a separate business carried 
on by A, one of the partners, should 
be brought into the law firm’s ac- 
counts. In point of fact, however, A 
met certain personal obligations out 
of the profits of the separate business 
and only brought the balance of its 
profits into the law firm. To this the 
other partners consented. The Min- 
ister took the position that all of the 
profits from A’s separate business 
were part of the profits of the law 
firm and assessed the partners ac- 
cordingly. Mr. Justice Cameron al- 
lowed the appeal, holding that the 
partners were entirely free to aban- 
don their right to share in the full 
profits from A’s separate business, 
and that the sums paid by A out of 
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the profits of his separate business 
were never part of the income of the 
partnership in which the other part- 
ners had any beneficial interest. 

This decision is in accord with the 
following provision of the Partner- 
ship Act: 

The mutual rights and duties of part- 
ners, whether ascertained by agreement 
or defined by this Act, may be varied by 
the consent of all the partners, and such 
consent may be either express or in- 
ferred from a course of dealing. 

In the Income Tax Appeal Board 
the decisions have not been uniform 
on this question. 

In Hornbeck v. MNR, 1 T.A.B.C. 
245, decided in 1950, A, a member of 
a firm of retail florists, used his own 
car about the partnership business 
and met the expenses of operating his 
car out of his own pocket. The Min- 
ister ruled that these expenses were 
not deductible by him in computing 
his share of the partnership income 
on the ground that they were in- 
curred not by the partnership but by 
him personally. The full Board reject- 
ed this view and permitted A the 
deduction. 


A short time later, however, two of 
the Board’s members reversed them- 
selves in I. v. MNR, 2 T.A.B.C. 83. 
In that case A, a member of an ac- 
counting firm, was refused a deduc- 
tion of certain expenses which the 
other members of the firm refused to 
recognize as proper expenses of the 
firm. It was not disputed that the 
expenses in question were expenses of 
the business and would have been 
deductible by A had he been carry- 
ing on business independently. The 
decision is therefore in direct opposi- 
tion to that in the Hornbeck case. 


In Lafleur v. MNR, decided by Mr. 
Monet in January 1951, a member of 
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a partnership which operated a 
tavern assigned one-half of his share 
of the profits to a creditor. The Min- 
ister nevertheless assessed him to tax 
on his entire share of the profits, i.e., 
without regard to the assignment. 
This was a Quebec case, and it may 
be that the law of partnership in that 
Province differs from that of the com- 
mon law Provinces, but there would 
appear to be no doubt that in the 
common law Provinces an assignment 
of a share of profits from a partner- 
ship business does not by itself create 
a partnership between the assignor 
and assignee. Mr. Monet held, how- 
ever, that such was the effect and 
that the assignor was only chargeable 
to tax on the share of the partnership 
profits which he actually received. 
The decision does not harmonize with 
the Board’s decision in I. v. MNR. 


In F. v. MNR (1950) 2 T.A.B.C. 
99, three brothers carried on a retail 
business in partnership, from the 
profits of which they paid their sister 
an annuity of $900 pursuant to the 
will of a deceased partner (their 
father). By a unanimous decision 
the Income Tax Appeal Board held 
that the partners were not charge- 
able to tax on the amount of the an- 
nuity; the Crown’s contention that 
the annuity payments were mere ap- 
plications of the partnership profits 
was rejected. The Board arrived at 
this conclusion by a somewhat un- 
usual course of reasoning, viz, that 
the deceased partner’s interest in the 
firm never vested in the three sons to 
whom he bequeathed it but was held 








by them in trust. The fact neverthe- 
less remains that the decision does 
not in result harmonize with the 
Board’s decision in I. v. MNR. 

In Cooperberg v. MNR, decided in 
September 1951, Mr. Monet followed 
I. v. MNR in refusing one partner 
a deduction for automobile expenses 
incurred by him in carrying on the 
partnership business, the ground of 
decision being that the expense was 
not an expense of the partnership. 


A contra decision is that of Mr. 
Fisher in Parkinson v. MNR, decided 
in August 1951, where it was held 
that expenses incurred by A, a mem- 
ber of a law firm, in attending a 
lawyers’ convention were deductible 
in computing A’s income from the 
law practice notwithstanding that the 
expenses in question were paid by 
him personally and not charged to 
the firm. It made no difference, said 
Mr. Fisher in effect, that the expenses 
were paid by appellant out of his 
own pocket rather than out of the 
partners’ joint account: if they were 
allowable in the latter case they were 
allowable in the former. 


The result of all these decisions is 
that tax practitioners have no certain 
guide to point them the way in these 
partnership cases. It is most regret- 
table that the two members of the 
Board who heard the appeal of Mr. I 
in 1950 found it impossible to adhere 
to the view which the full Board had 
expressed only a short time earlier in 
the Hornbeck case. As a result there 
are now two lines of decisions point- 
ing in opposite directions. 
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MAGAZINE ARTICLES 


ACCOUNTING 


“PROFESSIONAL ACCOUNTANCY IN THE 
Wor p's Four Corners,” by Mary E. 
Murphy. The South African Account- 
ant, December 1955, pp. 183-191. 


Readers of this article should not 
be disturbed by Dr. Murphy’s early 
reference to members of the Institute 
of Chartered Accountants of Scotland 
as ‘the only practitioners in the world 
entitled to place after their names the 
initials C.A’”. For, drawing upon 
her extensive experience in the 
United Kingdom, Dr. Murphy has in- 
deed packed a wealth of interesting 
material on British accounting de- 
velopments into eight pages. 

Dr. Murphy reports, among other 
things, that the Scottish Institute’s 
Council has decided against issuing 
recommendations on accounting and 
auditing procedure to its members, 
having concluded that freedom of 
thought, expression and form of 
accounting statements is vital to pro- 
fessional development, and that com- 
plete trust should be imposed in the 
sound judgment of members to de- 
cide what should be done in any par- 
ticular engagement. 

She also notes that at December 
31, 1954, membership in the Institute 
of Chartered Accountants in England 
and Wales stood at 18,152, of whom 
7,215 were in public practice either 
at home or overseas. 


Says Dr. Murphy: “Nationalization 


. meant the introduction of uni- 
form accounting and auditing stand- 
ards, the loss of many long-held ap- 
pointments by public accountants, 
and the introduction of the efficiency 
audit. . . . It was apparent from the 
beginning, that the attainment of ef- 
ficiency in nationalized industry de- 
pended to a marked degree on the 
ability of the profession of accounting 
to develop the necessary techniques 
to meet the vast flood of information 
and to summarize it for public diges- 
tion..." 


BUSINESS EQUIPMENT 


“Tue HicH-SpEED COMPUTER; DE- 
TAILED APPLICATIONS TO OFFICE 
Work,” by T. R. Thompson. The 
Accountant, March 24, 1956, pp. 319- 
323. 


Mr. Thompson has determined 
from his own practical experience 
that there are six main essentials to 
successful computer application: 

1. Start with the job, make sure what is 
wanted, and see if there is a computer 
that will do it. Never take a computer 
and then try to put jobs on it. 

2. Get the true requirements of the job 
down completely and express them in 
a single sentence. Break the statement 
down step by step to obtain sufficient 
detail to know what to do, the volume 
and kinds of information to be handled, 
and an indication of the results that 
need to be produced. 

8. Prepare an effective plan for the job to 
organize the flow of information to bring 
items of data together, taking into ac- 
count when information becomes avail- 
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received. 

4. Make sure it will be economical and 
effective before going on to the com- 
puter. 

5. Get the job coded in a practical manner. 

6. Get the cooperation of operating execu- 
tives to ensure that the data is prepared 
in the right form and that the results 
produced are used properly. 

In Mr. Thompson’s_ experience, 
unsuccessful computer applications 
have always resulted from a violation 
of one or other of these six steps. 


The application of computers to 
payrolls, inventories, factory produc- 
tion and cost control, and cost ac- 
counting are also discussed. 


To accountants planning to enter 
the computer field Mr. Thompson 
offers the following advice: “. . . make 
sure that you get a proper course of 
training that leads you to a practical 
experience of planning jobs and put- 
ting them on to a computer. .. .” 


COST ACCOUNTING 


“LUMBER Costs, Direct vs. ABSORP- 
TION,” by Frank M. Carter, Cost and 
Management, February 1956. 


Mr. Carter, whose company manu- 
facturers and sells forest products on 
a relatively small scale, has had an 
opportunity to evaluate both absorp- 
tion costing and direct costing with 
reference to a lumber operation. On 
balance he finds direct costing to be 
the more satisfactory for the follow- 
ing reasons: 

1. It simplifies daily accounting, resulting 
in lower costs, since fewer personnel 
and less supervision are required. 

2. It facilitates budgeting and profit plan- 
ning. 

3. It improves management’s understand- 
ing of the figures, and therefore enables 
management to utilize them more com- 
pletely. 


able and the order in which items are 


FINANCE 


“How a CorporaTIOn Raises Cap- 
iraL. A report prepared by the 
Finance Management Committee, 
N.Y. City Control, Controllers Insti- 
tute of America.” The Controller, 
April 1956, pp. 155 et seq. 


Most of the points made in this re- 
port will already be well known by 
qualified accountants. Student mem- 
bers, however, should find the ma- 
terial interesting and profitable read- 
ing. Eight methods of financing are 
first surveyed. This is followed by a 
discussion of forecasting cash require- 
ments, preparing for a public offer- 
ing, and relations with underwriters. 


Two quotations of note: 


1. “The capital structure of any company 
should be considered as something ‘dy- 
namic’ rather than ‘static’ and the pro- 
portion of debt and equity should be 
considered in terms of an average over 
a number of years rather than at a 
given instant...” 


2. “. . . it is considered unwise to raise 
funds frequently in small amounts. . . 
it [is] best to procure more than is re- 
quired by issuing stock under favorable 
conditions rather than be forced to float 
another issue or raise funds in another 
manner within a relatively short period 
of time... .” 


MANAGEMENT 


“FRINGE WAGES AND PRODUCTION 
Costs.” Cost and Management, Feb- 
ruary 1956, pp. 59-66. 


In the greater part of this article, 
Professor Seiler, of the University of 
Texas, is concerned with analyzing 
the effect of supplementary wage 
payments upon comparisons of labour 
costs and the relationship of these 
new payments to production volume 
and the break-even point. 


To bring the discussion into proper 
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focus, he first reports that in 1953 the 
fringe payments in U.S. industry 
averaged over $722 annually per em- 
ployee, or 19.2% of the employee’s 
direct compensation. Such payments 
ranged from a low of 14.3% of payroll 
in the paper, lumber, and furniture 
industries to a high of 28.7% of pay- 
roll in banking. 

Professor Seiler’s theoretical an- 
alysis, fully illustrated by graphs, is 
designed to show that these indirect 
wage payments tend to form a U- 
shaped cost curve, thereby raising a 
company’s break-even point and 
limiting it to a narrower range of pro- 
duction possibilities. This leads him 
to assert that stabilized employment, 
long sought after by unions, may, in 
fact, be in the employer’s best inter- 
ests too. 


PROFESSIONAL 

“REHABILITATING A Sick BUSINESS”, 
by Clinton W. Bennett. The Journal 
of Accountancy, April 1956, pp. 50- 
53. 

By the very nature of their work, 
medical practitioners soon became ac- 
customed to making decisions on the 
basis of factual data that is some- 
times incomplete. Mr. Bennett ad- 
vises that in the rehabilitation of a 
sick business the professional ac- 
countant must also develop this facil- 
ity. Be practical, he warns, for the 
owners of a business will not be im- 
pressed by a fine technical diagnosis 
if the patient has died in the mean- 
time. 

Employing a vocabulary liberally 
interspersed with medical terminol- 
ogy, the author leaves no doubt in 
the mind of his reader that the medi- 
cal analogy is a close one. This simi- 
larity is further emphasized by the in- 
clusion in the article of three case his- 
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tories on actual experiences with 
three sick companies. 

In his discussion of the diagrostic 
technique Mr. Bennett suggests that 
four broad areas of business activity 
should be subject to searching scru- 
tiny: manufacturing facilities, selling 
and merchandising procedures, man- 
agement and economic aspects. While 
some of the problems that may arise 
within these areas would not fall 
within the accountant’s province, the 
author believes that with his train- 
ing and experience the independent 
accounting practitioner is particularly 
well equipped to alert his clients to 
unsatisfactory trends and to prescribe 
a rehabilitation program. 

He concludes that neglect by the 
accounting profession of such an op- 
portunity to render a true public ser- 
vice would be a tragedy. 


TAXATION 

“THe Impact OF THE NEw REVENUE 
Cope upon Accountancy’, by A. H. 
Cohen. The Accounting . Review, 
April 1956, pp. 206-216. 

The 1954 Internal Revenue Code 
permitted U.S. taxpayers for the first 
time to accrue expenses and to defer 
income received in advance in the 
calculation of their taxable income. 
The Finance Committee of the U.S. 
Congress estimated that the new pro- 
vision would reduce government rev- 
enues by about $35 million. Taxpay- 
ers took such advantage of this pro- 
vision, however, that some estimates 
place the impact on federal revenues 
as high as $5 billion. The provision 
has since been repealed retroactively. 

Mr. Cohen cites this case to illus- 
trate the difficulty involved in at- 
tempting to conform tax accounting 
with generally accepted accounting 
principles. He asserts that the basic 
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motivations are different: accounting 
theory, with the determination of in- 
come for the purpose of assisting 
management and reporting to share- 
holders; federal taxation, with the 
production of government revenue, 
modified by social, economic, politi- 
cal, and other non-revenue motives. 
Since tax considerations so often seem 
to take precedence over the applica- 
tion of sound accounting principles, 
Mr. Cohen urges the accounting pro- 
fession to review continually its own 
set of principles, to make sure that 
they are still appropriate to modern 
business. 


BOOK REVIEW 


Financial and Administrative Ac- 
counting, by C. A. Smith and J. G. 
Ashburne. McGraw-Hill Co., Toronto, 
1955, pp. 493, $8.50. 


Have you ever tried to explain to 
someone not familiar with account- 
ing the difference between spending 
money on capital items as against ex- 
pense items? If so, you will under- 
stand the difficulty faced by the au- 
thors of this book in trying to explain 
the broad range of accounting and fi- 
nancial administration in words and 
graphs that the average student or 
non-accountant reader can under- 
stand. In covering broad concepts 
and principles, the authors have been 
forced to stay with rather broad re- 
views of many areas and, therefore, 
an accountant reader cannot expect 
to find precise detail in most of the 
general methods outlined. 


The authors have clearly stated 
their purpose as “to present and ex- 
plain the methods and philosophy of 
accounting and to suggest the uses of 
accounting data so that the non-ac- 
countant may derive the greatest 
benefit from the accountants’ services 


in his own area of work”. To this 
may be added the intention for use of 
the book as a text as indicated by 
the inclusion of numerous questions 
after each chapter. 


The practising chartered account- 
ant can look to certain areas of the 
book for subjects of interest to him. 
The review of concepts basic to ac- 
counting and the section on analysis 
of financial statements form a valu- 
able quick review and _ reappraisal 
for anyone who has not thought back 
to basics for some time. The defini- 
tion and description of accounting 
periods and reasons for accepted 
practices are well set forth. Where 
an accountant discusses freely with 
his client such matters as organiza- 
tion, budgeting and systems, the sec- 
tions of the book on these subjects 
may be of interest, although they 
tend to describe one general ap- 
proach that might not fit easily in 
many companies. The authors state 
that they favour the use of purchas- 
ing power adjustments based on ac- 
cepted indices in the accounts so long 
as the amount of adjustment is shown 
separately and not hidden. They be- 
lieve that in time auditors will give 
their opinion on the appropriate na- 
ture of indices used and on the me- 
chanical accuracy of their applica- 
tion. 


The accountant in industry can 
look to this book as a valuable tool 
for reviewing his basic thinking and 
for use in instruction of new clerical 
personnel and those not normally fa- 
miliar with accounting techniques. 
Of special value to the accountant is 
the section suggesting that a careful 
analysis of costs should be the start- 
ing point for determining what form 
the budget of a company should take. 
This approach is not commonly found 
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in text books. For those not familiar 
with accounting and financial orga- 
nization, the book presents a picture 
of the ways in which accounting 
serves more than a mere financial 
history purpose. 

The breadth of subject matter 
tackled by the authors in this book is 
staggering but they have done well in 
skimming the cream from each field 
covered. 

F. W. Hurst, C.A. 


BOOKS RECEIVED 
“The Administration of Health Insurance 
in Canada” by Malcolm G. Taylor, Oxford 
University Press, Toronto, pp. 280, $5.00 
(To be reviewed). 
“Canada in World Affairs” by B. S. Keir- 
stead. Published for The Canadian Insti- 
tute of International Affairs by Oxford 
University Press, pp. 320, $3.50. 
“The Manual of Modern Business Equip- 
ment.” The Office Appliance and Business 
Equipment Trades Association. Macdonald 
& Evans Ltd. (Publishers). Parts 5-8 of a 
manual in 25 parts. £5-5/-, or 4/6d each 
part. 
“Income-tax for the Layman.” Central 
Board of Revenue, Government of India, 
Delhi. pp. Rs 1/12/- (35c) (To be re- 
viewed ). 


SELECTED READING 


Accounting 

“Dilemmas in Today’s Reporting,” by Wil- 
liam W. Wernitz. The Journal of Account- 
ancy, November 1955, pp. 44-50. 
“Accounting for a Motor Carrier’s Accounts 
Receivable,” by M. Rosenberg. N.Y.C.P.A., 
November 1955, pp. 634-635. 

“Prestige for Historical Cost,” by A. C. 
Littleton. The Illinois C.P.A., March 1955, 
pp. 23-27. 

“Depletion Records for Timber Operations,” 
by J. H. O'Rourke. N.A.C.A. Bulletin, 


August ]955, pp. 1679-1688. 
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Auditing 

“Some Notes of Reservation on the Use of 
Sampling Tables in Auditing,” by Robert 
J. Monteverde. Accounting Review, Octo- 
ber 1955, pp. 582-591. 

“The Budget as an Aid in Auditing Non- 
Profit Institutions’ by Frederick Grubel. 
N.Y.C.P.A., April 1956, pp. 215-218. 


Economics 

“Statistical Relationship of Accounting and 
Economics,” by Kenneth W. Perry. .Ac- 
counting Review, July, 1955, pp. 500-506. 
“Maintenance of Capital in Times of 
Changing Prices,” by F. W. Paish. The 
Accountant, December 17, 1955, pp. 676- 
678. 


Education 

“Faculty Fellowships in Industrial and Pro- 
fessional Accounting,” by Committee on 
Faculty Residence. Accounting Review, 
October, 1955, pp. 605-606. 


Equipment 

“Automation and Electronics in the Office,” 
by A. E. Davies. Accountancy, April 1955, 
pp. 132-134, 

“Application of Electronic Tape-Processing 
Equipment,” by Fred Yeaple. .The Con- 
troller, June 1955, pp. 270-275. 
“Electronic Accounting — Evolution Not 
Revolution,” by Merrill S. Ruhe. Internal 
Auditor, June 1955, pp. 17-22. 

“Electronic Data Processor — A Milestone 
in Machine Method,” by Harry D. Kerrigan. 
Accounting Review, October 1955, pp. 660- 
665. 

“Electronic Data Processing and the Con- 
troller” by Richard G. Canning. The Con- 
troller, April 1956, pp. 158 et seq. 


Law 

“The Duty and Liability of an Auditor,” 
by R. Buchanan-Dunlop. .The Account- 
ant, November 17, 1955, pp. 572-574. 
“Misfeasance Proceedings,” by Spencer G. 
Maurice. The Accountant, January 7, 1956, 
pp. 7-10. 
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Management 
“What is a Controller?’ by Edward B. 


Cochran. The Journal of Accountancy, 
July 1955, pp. 46-53. 

“Accounting in Management,” by Joel Hun- 
ter. The Journal of Accountancy, Novem- 
ber 1955, pp. 62-65. 

“Effective Reports for Sound Decisions,” by 
D. S. Moffitt. Dun’s Review and Modern 
Industry, July 1955, pp. 33 et seq. 


Professional 
“Ethics: The Profession on Trial,” by Ed- 
ward B. Wilcox. The Journal of Account- 
ancy, November 1955, pp. 72-79. 

“A Suggested Program for Cooperation Be- 
tween Educational Institutions and Small 
Practitioners,” by Charles Lawrence. Ac- 
counting Review, October 1955, pp. 645- 
650. 

“Co-operation with the Client’s Personnel,” 
by Thomas J. Weis. Arthur Young Jour- 
nal, April, 1955, pp. 28-30. 

“Advisory Service: New Frontier,” by Mar- 
quis G. Eaton. The Journal of Account- 
ancy, November, 1955, pp. 56-61. 
“Helping the Small Client with Budget 
Problems,” by Thomas W. Leland The 
Journal of Accountancy, October, 1955, pp. 
56-61. 

“Management Services by Local Practi- 
tioners,” by Joseph L. Brock, New York 
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Notes AND COMMENTS 


As we write these notes, a little 
over a month ahead of publication, 
we are experiencing our own special 
kind of April shower. It is a spring- 
time shower of annual reports, and 
our head nods drowsily to the soft 
patter of reports as they fall gently 
on our desk-top from sundry sources. 


A few of these reports we receive 
in the most legitimate of all possible 
ways, by being a shareholder. Others 
come to us, we suspect, because they 
seem too expensive to throw away 
and those who bring them have 
heard that we keep a file of annual 
reports. And one or two reports us- 
ually come with the strong recom- 
mendation that we say something bit- 
ter about them in these pages — pre- 
ferably, of course, identifying the of- 
fending companies or naming the au- 
ditors! 


am * * * 


In the annual report of a chain 
of stores which has been expanding 
steadily we have underlined the 
president’s statement that, “Consist- 
ent with the policy of your Company 
several stores were closed where the 
potential was considered inadequate 
for further profitable operation.” This 
remark interested us because it seems 
to provide evidence that sometimes 
companies do expand operations ra- 
tionally, only where the expansion 
will increase profits; or at least that 
they do not indulge in expansion 
merely for the sake of expansion. 


Economic theory teaches, if we un- 
derstand it correctly, that expansion 
is only profitable where the addition- 
al revenue will be greater than the 
additional costs. A chain of stores 
must provide a unique opportunity 
for comparing differential revenues 
and differential costs, because the 
cost and revenue data will be avail- 
able store by store. 
* * * fe 


But we winced as we read, in an- 
other annual report, and auditors’ re- 
port to the shareholders which in- 
cluded the words “and the results of 
their operations for the period ended 
on that date”. We cannot forget the 
threats of accounting instructors in 
times past who delighted to picture 
what would happen to anyone who 
referred to “the period ended” with- 
out defining the period precisely! 


* * * * 


The report of a large U.S. insur- 
ance company which has come to 
hand notes that the directors have 
been holding some of their meetings 
in different locations with key branch 
personnel present. This is a practice 
which has evidently been growing 
in recent years, and advantages are 
claimed for it from the point of view 
of both public relations and person- 
nel relations. 

We understand that some agitation 
has developed in the United States to 
have shareholders meetings, also, 
held in different locations from year 
to year, especially when the company 
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has a wide geographic distribution of 
shareholders. Company legislation in 
some of the States requires, however, 
that the shareholders meeting be held 
in the State in which the company 
was incorporated; and it is not pos- 
sible in the United States, as it is in 
Canada, to incorporate an industrial 
or commercial company with nation- 
wide operations under a federal Act. 
& a = = 

Recent statistics are encouraging in 
that they indicate a definite swing 
away from the use of the word “re- 
serve” as used in “reserve for depre- 
”,. “reserve for bad debts”, and 


ciation , 
< . »”» 
reserve for income taxes”. The one 


thing which we find discouraging, 
however, is that a few of our largest 
and most prominent companies are 
among those who persist in retaining 
this obsolete terminology. (A few 
even add insult to injury by grouping 
all or many of these “reserves” under 
a single heading on the right hand 
side of the balance sheet.) For those 
of us who find something aesthetic in 
published balance sheets, such a tra- 
vesty of arrangement, and failure of 
artistic expression, brings great an- 
guish of spirit; and we are left won- 
dering why some companies must al- 
ways mix a few very old flowers in 
their annual spring bouquet. 


(Correspondence with readers is cordially invited) 


PUZZLE 
Re-arrange the figures in the squares below so that every horizontal, 


vertical, and diagonal line adds up to the same figure. 











The solution for this puzzle appears at the end of the Problems and Solutions. 





(Submitted by D. Nenson, Regina. ) 
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SOME RECENT STUDENT HOWLERS 


(Statements made by students-in-accounts in their 
exercises in the C.A. Course of Instruction ) 
“Preferred claims in bankruptcy are certain debts, e.g., the cost of exe- 
cuting creditors.” 
“The student-in-accounts must be neat in appearance and dress himself 
quietly.” 
“In ancient times individuals were not free to dispose of property as 
they pleased after their death.” 
“In order to reduce the authorized share capital, a meeting of the share- 
holders must be called to sanctify the appropriate by-law.” 
“A junior partner is one who is under 21 years of age.” 
“The dividing up of work provides a method of slowing down the 
stealing from the company.” 
“The offence of directors who declare dividends in excess of earnings 
is known as capital punishment.” 
“A qualified auditors’ report is the report of qualified auditors.” 


PROBLEMS AND SOLUTIONS 
Solutions presented in this section are prepared by qualified accountants and reflect 
the personal views and opinions of the various contributors. They are designed not as 
models for submission to the examiner but rather as such discussion and explanation of 
the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM 1 


Intermediate Examination, October 1955 
Accounting I, Question 3 (15 marks) 
ABC Co. Ltd. acquired its first fixed assets on 1 Jan 1952 and has consist- 
ently employed the following method of accounting for fixed assets and the 
related depreciation. 


(i) All depreciable fixed assets are included in one account called “De- 
preciable Fixed Assets”. The cost of additions are charged to this 
account; the proceeds of disposals are credited to it. 

(ii) Annual charges for depreciation have not been accumulated in sepa- 
rate accounts, but have been credited directly to the “Depreciable 
Fixed Assets” account. Depreciation has been provided since 1 Jan 
1952 at a rate of 20% on the balance in the “Depreciable Fixed 
Assets” account at the end of each year. 

The directors of ABC Co. Ltd. have asked you to calculate what the 

profits before income taxes would have been for the past three years, if a 
straight line method of providing depreciation had been used at a rate of 10% 
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on closing balances each year. They would like to have profits or losses on 
disposals of fixed assets reflected in the revised profit figures. 


You ascertain the following information: 


(i) Profits before income taxes, as calculated by the company were: | 


1954............... $175,000 
ined hig NL) 180,000 
eee 200,000 | 


(ii) The balance of the depreciable fixed assets account at 31 Dec 1954, after pro- 
viding depreciation for the year, was $317,680. 


(iii) Additions at cost were: 


MER sieges iss as 2 $130,000 
1953. . awa . 48,000 
Reh aris. h 5 she lee 20,000 


(iv) Details of disposals were: 


Year Sold Cost Proceeds Date Acquired 
1954 $38,000 $32.700 Ist January 1952 
1954 25,000 25,000 Ist June 1953 
1953 75,000 55,200 Ist January 1952 | 
1952 4,000 3,500 Ist January 1952 
Required: 


Statement of the revised figures of profits before income taxes for 1952, 
1953 and 1954, which you would submit to the directors of ABC Co. Ltd. 
together with schedules setting out your computation of the revisions to the 
figures for profits before income taxes as calculated by the company. 


A SOLUTION 
ABC CO. LTD. 
STATEMENT OF REVISED PROFITS 
for years 1952 - 1954 








1952 1953 1954 
Profits before income taxes, per company ... $200,000 $180,000 $175,000 
Add back: depreciation calculated on diminishing 
balance basis at 20% (per Schedule A) .. 










3, $261,200 





Less: depreciation calculated on the straight line basis 

at 10% (per Schedule B) ............... ads 51,600 48,900 55,600 
51, 212,300 198,820 

Profit or losses on disposal of fixed assets ....... bes (500) (12,300) 4,800 


Revised profit before income taxes ............. ... $251,200 $200,000 $203,62 



























956 


on 


rO- 


ow ee 
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Add: Depreciation claimed 


SCHEDULE A 
Balance, Depreciable fixed assets 3lst Dec 1954 .... 


in 1954 


Disposals — proceeds ... 


Less: Additions — at cost 


Balance Depreciable fixed assets 3lst Dec 1953 .. 


Add: Depreciation claimed 


Disposals — proceeds 


Less: Additions at cost .. 


in 1953 


Balance Depreciable fixed assets 3lst Dec 1952 . 


Add: Depreciation claimed 
Disposals — proceeds 


Less: Additions — at cost 


Balance Depreciable fixed 


Balance Ist Jan 1952 .... 
Additions 1952 — at cost 
Disposals 1952 — at cost 
Balance 3lst Dec 1952 . 

Additions 1953 — at cost 
Disposals 1953 -- at cost 
Balance 31st Dec 1958 .. 
Additions 1954 — at cost 
Disposals 1954 — at cost 


Balance 3lst Dec 1954 . 


in 1952 


SCHEDULE B 
Fixed 
Assets Depreciation 
$500,000 
20,000 
$520,000 
4,000 
516,000 @ 10% = 51,600 
48,000 
$564,000 
75,000 (7,500) 
489,000 @ 10% = 48,900 
130,000 
$619,000 
63,000 (10,100) 
$556,000 @ 10% = 55,600 
years 


Net loss on sale of fixed assets for the three 


531 


$317,680 
79,420 
57,700 
$454,800 
130,000 
$324,800 
81,200 
55,200 


Profit or (loss) 
Proceeds on sale of assets 


$ 3,500 $ (500) 
55,200 (12,300) 
57,700 4,800 

$8,000 





THE CANADIAN CHARTERED ACCOUNTANT, JUNE, 1956 


PROBLEM 2 


Final Examination, October 1955 
Accounting I, Question 2 (20 marks) 


In calculating the 1954 taxable income of an individual under the In- 
come Tax Act, indicate how and to what extent each of the following un- 
related items should be taken into consideration: 


(a) 


(b) 


In December 1954, an employee received a loan of $3,000 from a 
limited company in which he was a shareholder. The money was 
not repaid to the company on 31 Dec 1954. The money was used 
to purchase from the company fully paid shares of the company to 
be held by him for his own benefit. Bona fide arrangements were 
made at the time the loan was made for its repayment within a 
reasonable time. 

An individual is employed by a concern which has an approved 
pension plan. During 1954, a total of $1,600 re current service con- 
tribution and a total of $800 re past service contribution were de- 
ducted from the individual's salary. 


(c) An individual owns an apartment house in which he occupies one 


of the apartments, rent free. During 1954, the net rental income 
from the apartment building was $5,500. This figure was made up: 
rentals received $22,000, less repairs and wages $9,000 and capital 
cost allowance $7,500. All apartments are similar and the annual 
rental of each was $2,200. 

An individual owns several hundred acres of land which he leases 
to local farmers. During 1954, he suffered a loss on this land of 
$550, representing the net of taxes and sundry expenses less rentals 
received. In addition, the individual suffered a loss of $4,000 on 
the 1954 operation of his own farm. This loss represents the net 
of taxes and sundry expenses less revenue from sale of produce. 
In arriving at the net operating figure from his farm, the individual 
had included $3,000 capital cost allowance in respect of his farm 
equipment and buildings. Neither of these projects are the chief 
source of the individual’s income. 


(e) In 1954, an individual paid $65 as his contribution under a group 


hospital plan for himself, his wife and dependent child. During 

1954, he paid the following medical expenses and has receipts 

therefor: 

(i) $300 to a doctor in connection with his illness. 

(ii) $450 to a registered nurse to attend upon him during his 
illness. 

(iii) $400 to a hospital in connection with his illness, covering 
charges not paid under the hospital plan. 

(iv) $500 to a doctor in connection with his son’s illness. 

The group hospital plan paid hospital charges totalling $550 in con- 

nection with his illness and $200 in connection with his son’s ill- 

ness. The individual’s net income for 1954 was $12,000. 
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(f) An individual owned 2,000 shares of the Q Co. Ltd. On the wind- 


ing up of the company as at 31 July 1954 he received $40,000 as 
his share of the assets of the company. As of 15 July 1954, the Q 
Co. Ltd. had $400,000 cash on hand, having converted all its assets 
into cash and liquidated all its liabilities. The capital stock of the 
Q Co. Ltd., $300,000, was made up of 20,000 no par value shares. 
The balances in the earnings retained for use in the business ac- 
count and the capital surplus account as at 15 July 1954 were 
$80,000 and $20,000 respectively. The undistributed income on 
hand for tax purposes was $85,000. 


(g) In August 1954, an individual received $3,150 from the X Co. Ltd. 


The payment resulted from the redemption of the company’s pre- 
ferred stock at a premium of 5%. The individual had purchased the 
shares at par. 


(h) An individual paid $595 to the Income Tax Department during 


(i) 


(i) 


1954 as a result of the final assessment of his 1952 income taxes. 
This amount was made up of $495 additional tax with $100 for 
interest thereon. 

An individual had deducted $700 as depreciation on his office build- 
ing in determining his net income for 1954. According to his 
records, a new furnace had been installed during the year at a cost 
of $500. The old furnace, which was sold to a junk dealer for $50, 
had originally cost $400 against which $250 depreciation had been 
accumulated. According to the individual’s 1953 tax return, the 
undepreciated capital cost of the building (including the heating 
components) as at 1 Jan 1954 was $15,000. The building falls in 
the category of class 3 assets (5% for income tax purposes). 
During 1954, an individual contributes $500 to the support of his 
mother. She has an annual income from government bonds and 
old age pension of $760. The individual’s taxable income taking 
into account a marital exemption but before considering the above 
possible exemption is $7,000. 


A SOLUTION 


(a) The loan of $3,000 need not be included in income. Section 8(2) 
excludes this type of benefit from income. 

(b) The individual may deduct from his income a total of $2,300 being 
$1,500 for current services and $800 for past services. Section 11(1) (i) 
permits a deduction of not more than $1,500 in respect of current ser- 
vices and past services respectively, if actually paid. 

(c) The net rental income must be increased by adding back a portion of 
the expenses which are considered to be laid out for the individual’s 
own apartment, as follows: 


Rents received ..................... : ..sas.» ($22:000 
Rei Amoi to -OWHEE oss odes wens neste dscwemacaed 2,200 
OUND A RR bred iin SN th eh hE ABS rece Ny No $24,200 


Proportion of total imputed to owner ................. 1/it. 
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Net rental income SE ES A, Fo eB RRR $5,500 
Add back portion of expenses disallowed: 
1/11 of repairs and wages .... ~— 818 
1/11 of capital cost allowance e. 682 
Income to be reported fx ee ee se $7,000 








(d) He may deduct % his farming loss before capital cost allowances or 
$5,000, whichever is the lesser. He may therefore deduct % of ($4,000 — 
$3,000), that is $500. He may also deduct the loss of $550 from leasing 
land. 

(e) The $65 is not allowed as a deduction from income. The taxpayer may, 
however, claim medical expenses to the extent that they exceed 3% of 
his net income with a maximum of $1,500 for himself and $500 each 
for his wife and dependents (limit of four dependents ). 

His deduction is therefore calculated as follows: 


Medical expenses: 


Doctor au $ 300 

Nurse BE DG 450 

Hospital Nak 400 

Doctor for son Rig ns : 500 
Group hospital payments 

— self eee ee 550 

— son es eee wt te 200 

2,400 

Less 3% of net income .. PA cites 360 

Amount to be claimed ............. eee 








(f) The individual is deemed to have received a dividend to the extent of 
his portion of the undistributed income on hand, which is to be included 
in his investment income. This is calculated as follows: 

2,000 
20,000 x $85,000 = $8,500 

(g) None is taxable in the hands of the recipient. Section 6(g). 

(h) The individual may not make any deduction from his income for this 
payment as interest on taxes is not an allowable expense. 

(i) The capital cost allowance that can be claimed is calculated as follows: 


Undepreciated capital cost at 1 Jan 1954 ...... Fee et Nb es $15,000.00 
VRAIN URE IIIRE © 5c ccs aie aio c scbinsinca we we on Meise le eat Ne 500.00 

































15,500.00 
SU eERH TS CIID RIOR eg Fo eg nas awn Geka oe HOU 50.00 
15,450.00 
Ceteel eaet eilpweee — OD... oo noon bc easiness 772.50 








Undepreciated capital cost 81 Dec 1954 ...................... 
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The individual may claim an additional $72.50 in calculating his income 
because the capital cost allowance is not dependent upon the amounts 


written in the books. 
(j) The individual could claim $400 deduction by adding $10 to his tax. 


PROBLEM 3 
Final Examination, October 1954 
Auditing II, Question 4 (20 marks) 


C, a retail merchant, applies to the bank for a substantial loan to finance inventory 
purchases, offering to pledge accounts receivable and investments as security. The bank 
asks CA to conduct such examination as he considers necessary and to prepare statements 
for their use in determining the extent they will extend credit to C. 

C has been in business for three years and, although he maintains satisfactory ac- 
counting records, he has never had an audit. 

Required: 

(8 marks) (a) Discuss in general terms the scope of CA’s examination. 

(12 marks) (b) What information, including statements and schedules, should CA pre- 
pare for submission to the bank? 


A SOLUTION 


(a) The Scope of CA’s Examination 

(1) CA should make a complete verification of the balance sheet accounts. The check 
should be sufficiently extensive to permit him to form an opinion about the accuracy 
of the profit and loss accounts for the past three years. 

(2) CA should examine the trends indicated in the accounts to determine whether the 
business is showing a steady growth and whether it offers reasonable security for 
the repayment of the loan. 

(3) In view of the fact that the loan has been requested to finance inventory purchases, 
he should check the monthly inventory figures to ascertain the cause of significant 
variations, if any, and to ensure that the rate of inventory turn-over is reasonable. 

(4) CA should enquire into C’s basis of granting credit to customers, his collection 
policy, and the relationship of outstanding accounts receivable to sales. 

(5) CA should scrutinize the investments to ascertain the extent to which they com- 
prise speculative securities; 

(6) He should ascertain the methods of financing previously employed by C, and the 
reason for C’s current request for a bank loan. 

(7) CA should enquire into the future prospects of C’s business, the demand for its 
product, the state of competition, and the possibility that sales may be expanded. 


(b) The Information which CA should Prepare for Submission to the Bank 

(1) An outline of the work which CA has done. 

(2) A balance sheet, preferably including the financial position at the close of the 
two preceding years. 

(3) A statement of profit and loss with comparative figures for the current and two 
preceding years. 

(4) A statement of source and application of funds for the three years. 

(5) An aged trial balance of accounts receivable, including C’s comments as to their 
collectibility. 

(6) An investment portfolio, including the market value of the various securities. 

(7) A schedule of inventories grouped to show the classes which are seasonal or slow- 
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moving, if any, the method of determining the dollar amounts, and the provision 
for obsolete stock. 

(8) A list of the liens and mortgages existing against the assets. 

(9) A schedule of creditors. 

(10) A statement of the future prospects of C’s business. 

(11) The possible terms for repayment of the loan. 


PROBLEM 4 


Final Examination, October 1955 
Auditing I, Question 2 (18 marks) 

Your firm has been appointed auditors of A Manufacturing Co. Ltd. 
Prior to the drafting of an audit program, the senior in charge of the audit 
instructs you to review the system of internal control relating to the pur- 
chases of raw materials and payments therefor. The company has both a re- 
ceiving and purchasing department. 


Required: 
List the points to be covered in a questionnaire for the evaluation of the 
internal control over raw materials purchases and the payments therefor. 


A SOLUTION 
A MANUFACTURING CO. LTD. 
QUESTIONNAIRE FOR THE EVALUATION OF INTERNAL CONTROL 
OVER Raw MATERIALS PURCHASES AND RELATED PAYMENTS 


Purchasing Department 


1. Is the purchasing department divorced from: 

(i) the accounting department 

(ii) the receiving department 

(iii) the shipping department? 

Does the purchasing department receive properly authorized purchase 
requisitions for all orders placed? 

Are all purchases made on purchase orders? 

Are purchase orders prenumbered and are all numbers accounted for? 

Are all purchase orders properly authorized? 

How many copies of the purchase order are prepared, and how are they 

disposed? 

Does a copy of the purchase order go directly to the accounting de- 

partment? 

8. Does the purchasing department preserve a record of the receipt of 
goods by the receiving department, showing the date, quantities, short- 
ages, damage claims? 

9. Does the purchasing department receive a copy of the receiving report? 
Is this copy checked to the purchase orders? 

10. Is an adequate record kept of uncompleted purchase orders and com- 
mitments for future purchases? 

11. Are all substantial orders required to be placed on the basis of com- 

petitive bids or published discount sheets? 
Is a system of perpetual inventory control maintained? 


to 


D wt H oo 


“ 
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A SOLUTION 


Receiving Department 


- 


¥ 
8. 


Is the receiving department divorced from: 

(i) the accounting department 

(ii) the shipping department 

(iii) the storekeeping department 

(iv) the purchasing department? 

Is an independent count and examination of the goods made by the 
receiving department as the goods are received, and checked to the 
shipping advice included with the shipment? 

Are the details of the quantity and condition of the goods received 
recorded on serially prenumbered receiving reports and are all numbers 
accounted for? 

How many copies of the receiving report are prepared, and how are 
they disposed? Does one copy go to the purchasing department to be 
checked against the purchase order? 

Are goods received held by the receiving department until the pur- 
chasing department clears them for putting into stock? 

Are there provisions for an immediate re-check of discrepancies between 
quantities ordered and quantities reported as received? 

Does the receiving department maintain a permanent record of material 
received and shortages? 

Are claims arising out of discrepancies made promptly? 


Accounting Department 


: 
2. 


10. 


11. 


Do suppliers’ invoices go directly to the accounting department? 

Are invoices checked in the accounting department against: 

(i) the purchase orders 

(ii) the receiving reports? 

Is there definite responsibility for checking invoices as to: 

(i) prices 

(ii) extensions 

(iii) freight charges? 

Do the procedures ensure that customers and employees are charged 
for merchandise purchased for direct shipment to them? 

Is the distribution of charges reviewed in the accounting department 
by someone competent to pass on the propriety of the distribution? 
Are returned purchases accounted for? 

Do procedures ensure the filing of claims against carriers for shortages 
of damaged material? 

Are invoices (vouchers) reviewed for completeness of supporting docu- 
ments and checked and approved by a responsible official for payment? 
At the time of payment are the invoices and supporting documents satis- 
factorily cancelled by or in the presence of the cheque signer to prevent 
their re-use to support duplicate payments? 

Are signed cheques delivered direct to the mail room by the last cheque 
signer? 

Are the cheques signed by two people? 
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12. In preparing the cheques, is it a part of the routine to watch for the 
discount date? 


SOLUTION TO PUZZLE 


Timetable of October 1956 Uniform Examinations 


The Board of Examiners-in-Chief gives notice that the 1956 examina- 
tions of the Institutes of Chartered Accountants in Canada will be written 
according to the following timetable. The morning sessions will be from 9 
a.m. to 1 p.m. and the afternoon sessions from 2 p.m. to 6 p.m. 

Wednesday, 10th October 
Morning session — Final Accounting I 
Afternoon session — Intermediate Accounting I 


Thursday, 11th October 
Morning session — Final Accounting II 
Afternoon session — Intermediate Accounting II 


Friday, 12th October 
Morning session — Final Accounting III 
Afternoon session — Intermediate Auditing I 


Monday, 15th October 
Morning session — Final Auditing I 
Afternoon session — Intermediate Auditing II 


Tuesday, 16th October 
Morning session — Final Auditing II 


Wednesday, 17th October 
Morning session — Final Auditing III 












NEWS 






Alberta 


Nash & Nash, Chartered Accountants, an- 
nounce the opening of an office at The 
Anglo American Bldg., 330 9th Ave. W., 
Calgary, with W. Robert H. Nash, C.A. as 
resident partner. 


British Columbia 

Irving G. Chertkow, B.A., C.A. announces 
the removal of his offices to Ste. 1220-1224 
Vancouver Block, 736 Granville St., Van- 
couver. 

Ackley, Nelson & Sandberg, Chartered 
Accountants, announce the removal of their 
offices to 1295 Kingsway, Vancouver. 


New Brunswick 

David Reevey, C.A. has been re-appoint- 
ed president of the Saint John Family Wel- 
fare Association. 

W. W. B. Dick, C.A. and F. P. Black- 
more, C.A. appeared on a panel group to 
discuss the budget over radio station 
C.K.C.W., Moncton. 


Ontario 

D. R. Keedwell, C.A. has been appoint- 
ed vice-president of Rapid Grip and Bat- 
ten Ltd., Toronto. 

E. P. Allison, C.A. has been named sec- 
retary and treasurer of Peek Frean (Can- 
ada) Ltd., Toronto. 

N. E. Butler, secretary-treasurer of Fleet 
Manufacturing Ltd., Fort Erie, announces 
the appointment of D. Robert Gilmaster, 
C.A. as comptroller. 

W. H. Flynn, C.A. has been appointed 
treasurer of Canadian Industries Ltd., 
Montreal. 


OF OUR MEMBERS 


G. H. Ward, C.A. announces the removal 
of his office to 200 Bay St., Toronto. 


Sydney Morris, C.A. announces the re- 
moval of his office to 1590 Ouellette Ave., 
Windsor. 

Colgate-Palmolive Ltd. announces the 
appointment of W. S. Winter, B.Com., 
C.A. as office manager and assistant secre- 
tary. 
Ross O. Holditch, C.A. has been ap- 
pointed treasurer of Union Carbide Canada 
Ltd., Toronto. 

George M. Morrison, F.C.A. has graduat- 
ed from Emmanuel College of Victoria 
University, University of Toronto, with a 
Bachelor of Divinity degree winning the 
post-graduate fellowship of one year’s study 
abroad. He plans to study at St. Andrew’s 
University in Scotland. 


Quebec 

George T. Donohue, president of Dono- 
hue Bros. Ltd., announces the election of 
A. Emile Beauvais, C.A. as vice-president. 

Fred Phillip Levine, C.A. announces the 
opening of an office for the practice of his 
profession at 2112 St. Hubert St., Mont- 
real, 


W. Alex Falconer, B.Com., C.A. an- 
nounces the opening of an office for the 
practice of his profession at Ste. 65, 417 
St. Peter St., Montreal. 

Bringloe, Watt & Co., Chartered Ac- 
countants, 407 McGill St., Montreal an- 
nounce the admission to partnership of 
Donald W. Cook, B.Com., C.A. 

George F. Abbott, C.A. announces the 
removal of his office to the Mutual Life 
Bldg., 627 Dorchester St. W., Montreal. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities should be received by the 14th of the month 
to appear in the following issue of the journal. 
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ONTARIO 
Election of Fellows — The Council has 
elected 46 members as Fellows of the In- 
stitute in recognition of their distinguished 
service to the profession. The members 
elected are: 


E. H. Ambrose, R. D. Armstrong, E. 
H. Banks, H. E. Brown, T. M. Chase, 
P. T. Clark, F. R. Crocombe, R. B. Dale- 
Harris, D. B. Davis, C. J. Dick, H. C. 
Dixon, B. I. England, N. B. Gerry, J. W. 
Glendinning, G. H. Glennie, D. L. Gor- 
don, J. S. Grant, W. L. Hogg, G. A. Kil- 
ner, E. D. Lafferty, K. W. Lemon, H. A. 
Lever, A. J. Little, J. J. Macdonell, G. A. 
MacDougall, L. G. Macpherson, J. A. Mc- 
Coll, N. B. McLeod, H. H. Milburn, L. J. 
Mills, G. Y. Ormsby, C. H. Pettit, G. F. 
R. Plummer, W. G. B. Read, K. L. Reid, 
W. S. Rothwell, H. A. Scarff, D. H. Shep- 
pard, W. A. Simonton, J. E. Smyth, M. S. 
Sutherland, J. C. Taylor, J. M. Thompson, 
T. Weir, J. S. Whitehead, C. E. Winters. 


This election brings the number of 
F.C.A.’s to 152 out of 2670 members. 


Annual Conference, Kingston, 1956 — A 
program and registration form for the King- 
ston Conference was sent to all members on 
April 30. By May 14, 61 registration ap- 
plications had been received. An attend- 
ance of between 200 and 300 members is 
anticipated. 

Municipal Auditors — The chairman of the 
Committee on the Accounts and Audits of 
Municipal and Certain Other Organizations 
met with officials of the Department of Ed- 
ucation of Ontario, and it was decided that 
municipal auditors will be relieved of the 
duty of certifying the detailed lists of tea- 
chers’ salaries effective with 1956 salaries 
reported on in 1957. The auditor, how- 
ever, will still be required to report on the 
total of the teachers’ salaries. 
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INSTITUTE NOTES 


ONTARIO STUDENTS ASSOCIATION 
Study Groups — The Study Groups Com- 
mittee is planning meetings for September 
and early October again this year. The in- 
termediate and final groups will be basic- 
ally along the established pattern but it is 
intended to increase the number of prim- 
ary groups from three to approximately six 
and to get away from the idea of simply 
reviewing prior years’ examination papers. 
What will be aimed at will be coverage 
in the six lectures of the main themes of 
the first year course in accounting, audit- 
ing and law. Lecturers will be hired and 
a small nominal charge will be made for 
those wishing to attend. 

Sports Day — The annual golf tournament 
will be held at Rouge Hills Golf Club just 
east of Toronto on June 7. 

Annual Meeting — This was held in the 
C.A. Building on Tuesday, May 15. The 
president, Tracy Lloyd, reported on the ac- 
tivities of the Association. 

Ford Tour — Although the Students’ Coun- 
cil had some early misgivings about an in- 
dustrial tour, the event attracted 130 C.A.’s 
and students, and had to be split up over 
two nights, May 1 and 3. 


QUEBEC STUDENTS SOCIETY 

A meeting to welcome those who have 
joined the Quebec Students Society since 
January 1955 was held on April 20. Guest 
speakers were W. S. Munro and Lucien D. 
Viau, president and vice-president, respec- 
tively, of the Quebec Institute. A film 
entitled “Accounting, the Language of 
Business” was shown and then C. D. Mel- 
lor, the Institute’s executive secretary, led 
the gathering on a conducted tour of the 
new C.A. building. 

The Students Society has arranged for a 
golf day at the LaSalle Golf & Country 
Club on June 7. 





( 
{ 


EC CT 
























= 


=a - FS 


7 a ae em ww © 





SWEETNESS 
AND LIGHT 


It was a balmy day in Daytona 
Beach, but to a short thick-set man 
sitting inside a small bar on Orange 
Street it might as well have been 
raining cats and dogs. If he had 
turned his head to the left he would 
have seen a row of royal palms sway- 
ing in the warm ocean breeze. If he 
had even glanced to the right he 
might have caught the carefree con- 
versation of a few tourists along the 
bar who had dropped in for a noon- 
hour pint. As it was, he just sat and 
stared straight ahead, his fingers 
clenched around a cocktail glass. 
When the bartender came past he 
pushed the glass forward and asked 
for another Martini. Then drawing 
in a deep breath, he said: “You don’t 
happen to know a dentist around 
here, do you?” phrasing the gloomy 
question to invite a negative answer. 


“Yes”, replied the bartender, “but 
none of the dentists around here will 
take you without an appointment. 
What’s the matter, got a toothache?” 


“Yeah, a tooth that has been filled 
and refilled.” He shuddered at the 
memory of past pain and then down- 
ed his Martini in a gulp. “Better give 
me another — make it double.” 

The bartender obliged. 


“If you need a dentist | know a 
good one over on the peninsula. He'll 
take you right away — you may have 
to wait in his office a little while, 
but he'll take you. I go to him all 
the time and boy, how he goes at 
it with that drill. And if the tooth’s 
no good he doesn’t waste your money 
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trying to fill it. He just gives one 
good yank with the forceps and out 
she comes.” 


The man had been sipping his 
double rather slowly but nonetheless 
at the word “yank” began to choke. 


“Doesn't he even freeze it first?” he 
asked almost in a whisper. 


“Oh, yes, always”, answered the 
bartender. “After the first jab you 
don’t feel a thing. Why don't you 
go over and see him right now? His 
name is Dr. Stone and he’s on South 
Atlantic just below Main Street.” 


“Well, on second thought”, said the 
man, “I don’t like them needles. They 
give me the creeps. I'd rather just 
have a few Martinis before I go. Bet- 
ter give me another one.” 


The bartender refilled his and a 
few other orders. 


“You say this fellow is a good dent- 
ist?” asked the man. 


“Absolutely.” 


“And there’s no dentist around 
here?” 


“Sure, there are dentists up the 
street, but they only work by appoint- 
ment. If you go over to Dr. Stone he 
will do something to your tooth right 
away. One of the others might 
not take you for several days.” 


“Hmmmm, I think I will take my 
chances around here”, he sighed with 
the relief of a man who has just 
manoeuvred himself out of a delicate 
situation. He polished off two more 
Martinis and then put on his sun 
vizor. “Guess I'll go over and have 
a snooze in the park now.” 

“Hope your toothache doesn't 
bother you too much”, called the bar- 
tender. 

“Toothache? Oh, that’s all gone. 
My teeth feel fine, just fine”, and he 
glided out the door. JEAN VALE 


CLASSIFIED ADVERTISEMENTS 


Rates: 


Positions wanted, $7.00 per column inch; Positions offered, 


$10.00 per column inch; Open rate, $17.00 per column inch. 
Closing date is 14th of preceding month 


AUDITORS FOR MONTREAL: Salaries 
$3300 to $4600 per annum according to 
qualifications and experience. 

5 day-week — Pension & Hospital plans — 
3 weeks holidays — sickness benefit and 
excellent opportunities for advancement. 
We require the services of men between 
the ages of 20 to 40 years, preferably hold- 
ing a C.A., B.Com. degree or the equiva- 
lent. 

Applicants should give full personal de- 
tails, including experience, education and 
marital status to: Box 539. 

Our staff is aware of this advertisement. 


GROWING FIRM of chartered account- 
ants in British Columbia requires recent 
C.A. graduates for positions holding forth 
good prospects for advancement. Applicants 
will be paid commensurate with experience 
and ability. Preference will be given to 
those considered to be partnership material. 

Vacancies available: 

Terrace — Chartered accountant with com- 
prehensive duties, with particular em- 
phasis on responsibility for staff super- 
vision. 

Prince George — Senior staff auditor. 

Kitimat — Resident manager. 

Vancouver — Two staff auditors. 


Please address all replies to Box 566. 


CHARTERED ACCOUNTANT: Wishes to 
extend his practice in and around Edmon- 
ton, Alberta, by purchase or succession 
agreement. Write giving full particulars to 
Box 567. 


LIFE 


CORRESPONDENCE is invited from 
persons holding a university degree and a 
C.A. degree for a position on the faculty 
of the School of Commerce, University of 
British Columbia. Salary and status will 
depend on previous experience. Address 
all correspondence to the Director of the 
School of Commerce. 


CHARTERED ACCOUNTANT: Required 
for Toronto office of firm of chartered ac- 
countants. Apply in writing giving full de- 
tails of education, experience etc. to De- 
loitte, Plender, Haskins & Sells, 38 King 
Street West, Toronto, Ontario. 


WE HAVE OPENINGS in Toronto and 
other offices in Ontario for senior, inter- 
mediate and junior students. For par- 
ticulars write, in confidence, to G. H. 
Ward, 200 Bay Street, Toronto 1, or tele- 
phone EM. 4-8589. 


AUDITORS AND ACCOUNTANTS: The 
Ontario Public Service requires profession- 
ally-trained accountants for the Municipal 
Auditing and Accounting Branch, Depart- 
ment of Municipal Affairs. 

Remuneration: Initial salary depends on 
qualifications and experience (minimum 
$4,620 per year); generous pension plan; 
sick leave credits; three weeks holidays per 
year. 

Qualifications: Chartered accountant or 
certified public accountant; some municipal 
auditing experience preferred. Application 
for interview should be made in writing 
to the Department of Municipal Affairs, 
Parliament Buildings, Toronto. 


INSURANCE 


SOL EISEN 


PENSION CONSULTANT 


INSURANCE COUNSELLOR 


BUSINESS INSURANCE 


Since 1936 specializing in designing, installing and servicing employer-employee 
benefit and pension plans. 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 
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MACLEOD, RILEY, McDERMID, DIXON & BURNS 


Barristers & Solicitors 


62 Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND - HAY. 


PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 
Barristers and Solicitors 
Hamilton Building, 395 Main Street - - Winnipeg, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 
Roy Building - - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 
25 King Street West - - - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 


Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 
PLAXTON & COMPANY 
Barristers and Solicitors 
Suite 1207, 320 Bay Street - - - - Toronto 1, Ont. 
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WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - : Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 


Barristers and Solicitors 


Bank of Canada Building - - Montreal 1, Que. 


LEMAY & ROSS 


Barristers and Solicitors 


182 St. James Street West - - - - Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, CATE, OGILVY & BISHOP 


Barristers and Solicitors 


Royal Bank Building - -  -  - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street a a Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


Bank of Montreal Building, 35 Palace Hill - - Quebec, P.Q. 








Why is ADDO-X famous the world over? 
Because of the lightning, finger-tip opera- 
tion? Because of the smooth, noiseless 
action? Because of the modern, functional 
design? These are some of the reasons. Let 
your operators discover the many other 
exciting, new features. For a free demonstra- 
tion in your own office, on your own work, 
contact the dealer nearest you. 


National Distributor: 
M.P. Hofstetter 
LIMITED 
265 DAVENPORT RD., TORONTO 





Downtown Library, 

Business & Commerce Division, 
121 Gratoit Ave., 

Detroit, Mich. U. S. Ae 
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PAYROLL or INVENTORY, INVOICING or PAYABLES, whatever your 
figurework, you can do it easier and faster with a MARCHANT Figurematic 


%* 17'S EASY TO USE 

A MARCHANT Figurematic is so 
simple to run, anyone in your office 
can use it speedily and efficiently. 


Any way you figure... 


* IT’S EASY TO OWN 

Through our “pay-as-it-saves” plan, a 
Figurematic can go to work for you 
at once on terms to fit your budget. 
%& IT’S EASY ON YOUR TIME 

Call the local MARCHANT MAN 


for a test run on your own work. Your 
business—whatever its size—can turn 
time into money with aMARCHANT 
Figurematic. 


its -. 


MARCHANT sass 
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Find out how a MARCHANT calculator will help cut your 
figurework costs and lighten your figuring burden. Mail | 
this coupon with your business letterhead for free... | 
Index to Modern Figuring by Marchant Methods. . . (9 ! 

| 


Descriptive Literature on Marchont Calculators . . . 


L MARCHANT CALCULATORS, LTD., Toronto 2B, Canada 
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